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A Banker’s Diary 


Mid-April—Mid-May 


CONDITIONS have been very quiet, largely because the 
market has only been able to secure a small proportion 
a of recent issues of Treasury bills. Although 
“a he the syndicate raised their tender price to 
Money 
Meskas the point when the average rate dropped 
practically to the banks’ minimum buying 
rate ot per cent. for Treasury bills, until late in May 
the a secured allotments of just under 20 per cent 
It is not known where the bulk of the bills have been 
placed, but business in bills has been very narrow, while 
the ‘re has also been a limited demand for money. Never- 
theless, there has at times been some pressure for loans, 
particularly as the Coronation expansion in the note 
circulation left the banks a little short of cash. The 
payment of the first calls on the Defence Loan also took 
a fairamount of money temporarily off the market, while 
those banks which normally would have made-up on 
Coronation Day had to call the day before. Still there 
has been no shortage of money, and as we explain in 
a subsequent note, steps have been taken to keep money 
easy in spite of the Coronation currency withdrawals. 
The market, in fact, has experienced a dull month with 
only a limited amount of business. 


[yr was recognised in advance that the Coronation and 
Whitsun would together cause an increase in the note 
Coronation Circulation. The actual increase up _ to 
Notes and May 19 was {17-4 millions, which may be 
Gold regarded as about what might have been 
expected It is not as great as last Christmas’ increase 
of {29-2 millions, but is quite comparable with it. It 


has also raised the note circulation to {481-4 millions. 
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This is the largest figure on record since the amalgamation 
of the note issues, and is practically up to the record of 
1920, which so far has stood for all time. To prevent 
this withdrawal of cash from the banking system from 
causing stringency, the authorities have “taken definite 
measures. First there has been an increase of {9:2 
millions in Government securities held in the banking 
department, while the Bank has also bought {£7°5 
millions of gold. This last operation reinforced the 
Bank’s reserve, while as the gold was purchased from the 
Exchange Equalisation Account, the latter has been able 
to take over Treasury bills from the banks, thereby 
replenishing bank cash. The need for this assistance is 
shown by the temporary drop in bankers’ deposits to 
{87-7 millions on May 12. This was mainly due to the 
payment of a call on the new Defence Bonds, and heavy 
Treasury bill maturities restored them to {97-4 millions 
the following week. but it also shows how necessary it was 
to give assistance, if money were to be kept cheap and 
plentiful. 


UNDER the terms of the Finance Act, 1932, any loss 
incurred by the Bank on its gold purchases at the market 
The Exchange Price, followed by the writing-down of the 
Equalisation gold to the Bank’s st itutory price, has to be 

Account made good by the Exchange Equalisation 
Account. In view of the Bank’s heavy gold purchases 
during the past year, it was a little surprising to learn 
from Mr. Chamberlain’s budget speech that the Account 
continues to show a profit: for at a rough estimate 
during the past year the Exchange Account has had to 
make good a loss of {£80 millions. Immediately after 
the budget Sir Arthur Salter put a question asking 
whether the Account still showed a profit after taking 
account of these losses. Mr. Chamberlain replied in the 
affirmative, but both question and answer related to the 
whole period of five years, during which the Account has 
been operating, and not to the financial year just closed. 
Very little has therefore been revealed of the effect of the 
Bank’s recent gold purchases, but at least there is the 
assurance that the original resources of the Exchange 
Equalisation Account are still intact. 
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THERE was little definite tendency on the foreign 
exchange market during the period under review. Stock 
exchange liquidation both at home and 
ant abroad led to some repatriation of foreign 
oreign , ig ag 
Exchanges funds from London and New York, and 
the franc in particular was a little stronger 
than it had been since the French Control let the franc 
depreciate in the middle of April. The influx of funds 
into Holland continues and the Dutch aim gg have 
had to drop their buying rate for dollars from FI. 1-823 to 
Fl. 1-81. The gold stocks of the Netherlands Bank 
have also risen since the middle of April from Fl. 919 to 
Fl. 1,055 millions, showing that the Bank has had to 
take over gold from the Dutch Exchange Fund. Sterling 
was inclined to be weak at times, as the Continent took 
far too pessimistic a view of the London omnibus strike. 
Dollars have also been weak, not only because of Con- 
tinental repatriation but also through fresh gold sales to 
the United States. Nevertheless gold has remained at a 
discount below the dollar parity price in the London 
bullion market. The British authorities have at times 
bought gold, partly to support the market and partly on 
Dutch official account. The spot rate for Swedish krona 
depreciated for a time to just over Kr. 19:40, com- 
pared with the normal pegged rate of Kr. 19-393. The 
reason was that the Swedish authorities were squeezing 
certain operators who earlier in the year had bought 
forward krona in anticipation of an appreciation. So 
soon as these operators had been duly squeezed out, the 
Swedish Finance Minister announced that if the tendency 
of Swedish commodity prices to rise became excessive, 
it might be necessary to raise the value of the krona 
against the pound and also to resort to credit restriction. 
The next day he issued a new statement to the effect 
that any need for altering the sterling value of the krona 
had been removed by the recent setback in world prices 
so that so far as can be told at present there is no imme- 
diate prospect of a change in the krona. 


THE April clearing bank returns show that the drop in 
the cash ratios shown by the March averages has now 
Clearing been made good. The March drop was 
Bank due to a special cause, namely, the heavy 
Averages excess of Treasury bill payments over 
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maturities during the last few days of the month, in turn 
due to the desire of the banks and the market to be well 
supplied with bills maturing at the end of December and 
June. The natural reaction from this seasonal decline 
has raised clearing bank cash from {225-8 to £2296 6 
millions; and as deposits have only risen from £2,244: 
to £2,252-1 millions, or proportionately by a less amount, 
the cash ratios of the banks have increased. Since 
March call and short loans have risen from {169-8 to 
{176-6 millions, while discounts have fallen from £247-8 
to {241-0 millions. This looks as if more bills were 
held by the market rather than by the banks during 
April. Advances have risen from {£934°4 to £947:0 
millions, and as the banks do not like advances plus 
investments to be much in excess of 70 per cent. of their 
deposits, the latter have been reduced from {667-4 to 
{661-5 millions. This suggests that the banks have not 
been able to give much support to the new Defence Loan, 
which indeed was hardly suitable to the banks. It also 
looks as if the Government will have to rely upon the 
savings of the public rather than upon the banks for the 
financing of such part of their rearmament programme 
as is covered by borrowing. 


THE April trade returns show little change from a month 
ago. Imports remained practically unchanged at {82-9 


April millions, and were {16:2 millions higher than 
Overseas in April, 1936. Raw material imports 
Trade stood at {26-0 millions against {25-0 mil- 


lions in March, and £20-0 millions in April, 1936. British 
exports declined by £0-5 millions during April to {43-0 
millions and were {9:6 millions above their level of a 
vear ago. Re-exports increased by {0-6 millions to 
{7-3 millions, against {5-9 millions in April, 1936. 
The returns are summarised below 


April, 1936 March, 1937 April, 1937 


f£ millions {£ millions £ millions 
Imports ka ~ ba 66-7 82-7 82°9 
Exports - ie aa 33°4 43°5 43°0 
Re-exports.. ees = 5°9 6°7 7°3 
Total exports i Ss 30°3 50°2 50°3 


The adverse trade balance amounts to {121°9 millions 
compared with {105-2 millions a year ago. 
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The Gold Dilemma 


HILE the tripartite monetary agreement con- 

WV tinues to work reasonably well, the close student 

of recent economic developments cannot fail 
to be struck with the growth of a new problem, which 
takes the form of a contrast with previous experience. 
Eight or nine years ago the world was impressed with the 
danger of the possible shortage of monetary gold. This 
followed the general restoration of the gold standard in 
the middle ‘twenties, and during those years there was a 
general fear that lack of gold would have a deflationary 
influence upon world trade and world prices. These fears 
were not without foundation, and indeed at that time steps 
were taken to relax the reserve requirements of certain 
central banks, with the deliberate object of eking out 
world supplies of monetary gold. The intensity of the 
problem was increased by the maldistribution of existing 
gold stocks and notably by the huge acquisitions of France 
and the United States. 

To-day the position is entirely reversed. The devalua- 
tion of currencies and the enormous increase in gold 
production since 1931 has added greatly to the world’s 
supplies of gold, and so far from there being a danger 
of too little gold to-day there is a prospect of too much. 
It is worth while spending a few minutes to see how this 
has come about. 

The amount of gold held by the central bank or Treasury 
of a country depends upon two variables. The first is 
the actual weight of gold possessed, and the second the 

value placed upon it in terms of the national currency, 
or in other words the price of gold expressed in that 
national currency. So long as the price of gold is con- 
sidered to be immutable, the amount of gold possessed 
by that country depends entirely upon the physical 
quantity; and this was the position throughout the world 
in 1929. Since then governments have learned that it is 
possible to vary the price of gold. In most countries 
there has been either de jure or de facto devaluation of 
the currency, and a consequential increase in the price 
of gold. These devaluations did not take place all at 
once, for they began in England in 1931, and ended with 
the gold bloc devaluations of last year. While they were 
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in progress they gave rise to much painful readjustment 
throughout the w ‘orld, of which the Tripartite Agreement 
was the consummation. Still the lesson has been learned, 
and the process is complete. The result is that even had 
the physical quantity of gold possessed by each country 
remained unchanged there would have been a substantial 
enhancement of the value of that gold in terms of the 
national currency. 

This alone would have removed the fear of an impending 
shortage of gold, but it is also a matter of history that this 
increase in the price of gold throughout most of the world 
has outstripped the contemporaneous increase in the price 
of commodities. Gold mining, therefore, has been a much 
more profitable undertaking, while there has been an 
obvious incentive to realise part of the hoards of gold 
accumulated through centuries in the Far East. There 
has therefore been a substantial addition to the physical 
quantity of the world’s monetary gold stocks, which has 
been an additional and very important factor towards 
the increase in the value of the world’s supplies of mone- 
tary gold. This increase in the supply has proceeded 
so far that part of the new gold has had to be segregated 
in exchange funds and prevented from exercising its 
normal influence upon the supply of banking credit and 
the level of commodity prices. This is one reason why 
the increase in the price of gold has outstripped the 
increase in the price of commodities. Another reason 
is to be found in the fact that although more gold is 
available it is still just as unevenly distributed as before. 
Some countries have a huge surplus, while others have 
been practically denuded of gold. 

Details of recent gold supplies and movements are 
to be found in the recent annual reports of the Bank for 
International Settlements. The history of 1936 itself 
is sufficiently illuminating. Production during 1936 at 
353 million ounces, showed an increase of 4°3 million 
ounces or 13°5 per cent. over that of 1935. This rate of 
increase was only surpassed in previous years at the time 
of great new discoveries. Production in 1923 was only 
17-8 million ounces, or just over half that of last year. 
The report proceeds to show what other gold was available, 
and where it went. This is summarised in the following 
table, all figures being expressed in pre-devaluation 
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‘ gold ’ Swiss francs, of which approximately 15 equal £1 
sterling : 
Main Gold Movements in 1936. 
Origin of Supply. Destination. 
(Sw. Francs gold millions.) 
New gold iia .. 4,024 Bank of England. . ~. 2,865 
Dehoarding — .. 1,000*% U.S. Treasury... os 3eag 
Banque de France's losses 3,888 Russian State Bank .. 966* 
Other central banks’ losses 1,073 Swiss National Bank .. 617 
Other central banks and 
all Exchange Funds 


* B.I.S. estimate. 


lhe main gold losses of central banks and govern- 
ments were those of France, Spain and Italy. Gains, other 
than those of England, the United States, Switzerland and 
Russia, were registered principally by Japan, the Nether- 

lands and Sweden, Japan’s acquisitions consisting of 
newly produced gold. There has been a definite decline 
in dehoarding by the Far East from a peak figure of 
Frs. 1,191 millions in 1932 to Sw. Frs. 437 millions in 
ae and the B.L.S. rightly ascribe this to the improve- 
ment in economic conditions in India, China and Hong 
Kong. There has been definite dehoarding in Europe, 
attributed to a variety of causes including attempts by 
certain Governments to intercept profits arising out of 
devaluation. 

The world is therefore faced to-day with a curious 
paradox. On the one hand there is an actual and pros- 
pective excessive supply of gold, so much so that gold is 
already having to be sterilised in exchange funds, while 
the United States has had to take the further step of 
tightening up the minimum reserve requirements of the 
member banks. On the other hand these protective 
measures prevent the cost of gold production from rising 
to a level comparable with the current price of gold, and so 
the natural remedy of a diminution of fresh gold supplies 
through an equation between prices and production costs 
is prevented from taking effect. This means that apart 
from conscious action by the governments of the different 
countries of the world there is no prospect of an automatic 
check on the growing supplies of new gold. It also means 
either that segregation will have to continue, or else that 
world prices must rise still further. An economic system 
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in which gold is dug out of the earth simply to be buried 
again in sterile Treasury vaults is illogical, to say the least 
of it, while it also imposes considerable costs upon the 
governments concerned. On the other hand can we view 
a further rise in world prices with equanimity ? 

The first and superficially the most obvious remedy to 
this paradox is an agreed reduction in the price of gold. 
It is difficult to see how this could be brought about in 
practice. Simultaneous legislation would be needed in 
most of the countries adhering to the tripartite agreement, 
and in France and the United States the passage of such 
legislation would raise obvious political difficulties. On 
the other hand unless all countries acted at once there 
would be a new disruption of the exchanges and an 
abrupt breakdown of the tripartite agreement. In any 
case such a reduction in the price of gold would have to 
be non-deflationary in character. As central banks every- 
where had to write down their existing gold stocks, those 
stocks would have to be replenished by transfers from 

National exchange funds and other Treasury holdings. 
This again would be a very delicate process to be carried 
out simultaneously in most countries throughout the 
world and France at least has few gold reserves of this 
kind available. We have already seen that the mere 
rumour of an impending reduction in the price of gold had 
serious psychological reactions of a deflationary character. 
It would be very difficult to convince the public that a 
move of this kind was intended to prevent gold inflation, 
and would be carried out in such a way as to remove any 
risk of deflation. Again any further manipulation of the 
price of gold might impair public confidence in gold itself, 
and w ould so strike at the root of the banking and credit 
structure of practically every country. Thus an inter- 
national agreement to reduce the price of gold cannot 
be reg varded as a practicable or safe solution. 

Another alternative would be for the monetary author- 
ities of the world to agree to place a limit upon the influx 
of new gold into the world’s monetary system. For 
example central banks and Treasuries might agree only 
to buy freely from each other, or governments might agree 
that an international customs barrier should be placed 
round the world’s monetary system, so that any gold 
coming from outside should be subject to tax. This idea 
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would obviously have to be applied with caution. Norm- 
ally the world needs a certain continuous addition to its 
monetary gold stocks, if world prices are to be maintained 
and trade is to prosper. This might be insured by a 
proper relation of the tax with reference to the price oi 
gold and the cost of its production. Alternatively if the 
conception of a tax is thought impracticable, the Bank for 
International Settlements might be constituted the sole 
buying agent, so as to prevent any competition between 
central banks for new gold, and to make certain that the 
amount of new gold entering into the monetary system 
was properly regulated. Unfortunately there are many 
weighty objections to this solution. It would inflict 
sudden and almost complete ruin upon the gold-produc- 
ing countries, and so would rightly be rejected out of hand 
by the British Empire and the United States. Also if the 
vold-producing countries were sacrificed, the reaction upon 
world trade would be disastrous. In any case the 
psychological reaction of an attempt to set up a closed 
world monetary system would be even worse than those of 
a concerted reduction in the price of gold. 

The next alternative would be to let the new gold 
exercise its full effect upon world prices, at the cost of a 
further considerable increase. This implies the abandon- 
ment of sterilisation and the hope that before long mining 
costs would come to equal the present price of gold. The 
objection here is that there are many reasons for arguing 

that prices have already risen far enough. A return even 
to the 1929 price level would create certain problems, and 
the increase here envisaged would carry prices much 
higher than the 1929 level. There would at once arise 
fresh problems of costs and wages, which are already 
beginning to make themselves apparent. The prospect 

of a period of labour troubles would become a certainty, 

and indeed many workers would have a legitimate claim 
to higher wages. Nor must the position of the rentier be 
overlooked. His money income has already been reduced 
by debt conversion and by the fall since 1931 in the long- 
term rate of interest. It is hardly fair to ask him to 
return to 1929 prices, and one consequence would be a 
general increase in the cost of obtaining new capital. 

The final solution is that of a better distribu- 
tion of the world’s monetary gold. This would relieve the 
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pressure upon those countries which have an excess 
supply, and would also bring about the much needed 
replenishment of the gold reserves of certain other count- 
ries. Here we run into a new difficulty. The country 
whose reserves are most depleted is Germany, and without 
going into the whole question of Germany’s present day 
proble ms, it is sufficient to say that before Germany can 
reconstitute her gold supplies there will have to be a 
radical transformation of the whole of her economic, social 
and political sy groen Besides this, the first charge on 
any favourable balance of payments which Germany 
can acquire must be the settlement of her outstanding 
external indebtedness. 

The problem is obviously easier to state than to solve. 
All the solutions suggested above are open to grave 
criticism, and none can be regarded as immediately 
practicable or even desirable. 

To sum up, any immediate attempt either to reduce 
the price of gold or to restrict the market in new gold 
would be disastrous for the time being; the better way 
is to accept the further rise in prices which the new gold 
will cause, while at the same time taking appropriate 
banking and other action to make the rise as orderly as 
possible, to limit speculation and to minimise labour 
troubles. The hope is that this further rise will facilitate 
a general lowering of tariffs, revive world trade and 
international finance, lighten the burden of budgets, and 
hasten the liquidation of outstanding debts, the revalu- 
ation of hot money, and the resumption of fresh inter- 
national lending. If these hopes were fulfilled, one of the 
consequences would be a better distribution of the 
world’s monetary gold, which would mitigate the problem 
of surplus gold. 

It would not, however, solve it. Even if the world’s 
gold were evenly distributed, there is still enough to raise 
prices to a level considerably higher than is necessary or 
desirable. Therefore, while it is at present best to allow 
the surplus gold to act as a natural remedy for some of 
the world’s remaining economic troubles, the time may 
come when the gold problem itself will require more direct 
treatment than is warranted to-day. There are certain 
advantages in allowing gold to bring about a limited rise 
in world prices, but prices must not be allowed to rise to 
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the full extent comparable with the size of the world’s 
monetary gold stocks. There is a strong case against any 
panic or deflationary action to-day, and it is much better 
to give gold a chance to aid in the cure of the world’s 
general economic troubles. When, however, that cure is 
complete, then the problem of surplus gold may have to be 
tackled in its turn. That time has not arrived yet, and 
is not likely to be reached for several years. 


Germany’s Opportunity ? 
By a Correspondent 


N a review of Germany’s economic position and pros- 
I pects which appeared in these columns last October* 
the Third Reich was described as a baffling subject, 
full of contradictions and ill-suited for broad critical 
generalisations. To-day it is still appropriate to remind 
oneself that the régime had neither achieved the successes 
loudly claimed for it by its Nazi votaries nor incurred the 
disasters constantly predicted for it by its foreign critics. 
On the whole there seems little ground for satisfaction 

in the developments of the last six or eight months. The 
food situation has not improved—in fact it became 
conspicuous once more by its inadequacies during the 
Easter week-end. Certain articles of popular daily 
consumption were impossible to obtain in many places. 
Germany has also had to buy more foreign wheat in 
recent months than she was expected, at the beginning 
of the winter, to require for the current season. (Incident- 
ally the Ge man Authorities have negotiated their foreign 
purchases, according to some highly qualified observers, 
with a minimum of skill and a maximum of effect—much 
to their own detriment—upon market prices.) Raw 
materials of various kinds have also been deficient in 
supply. Important industries, well-stocked with orders 
for many months to come, have been obliged by shortage 
of material to cut down operations by a more than negli- 
sible percentage at a time when they could have been 
working to capacity. This applies specifically to textile 
production, to rubber- “using industries and even to some 





* See THE Ban KER No. 129, October 1930. 
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sections of the all-important steel industry, as well as to 
a number of others. Motor car production—in whose 
progress the Fiihrer himself is generally understood to 
take a special interest—has had to be ‘slowed down at 
times quite perceptibly on account of the scarcity of 
indispensable technical ingredients. This development 
has been all the more apparent because plant capacity 
itself has been steadily rising over past years. As for the 
petrol whose home supply is to be increased to the point 
of complete national self-sufficiency it is still deplorably 
inferior though decidedly better than that available to 
the public in another totalitarian state—Italy—where the 
product is so wretched that it would cause a riot if dis- 
tributed to motorists in Britain or the United States. 

All these disabilities are, of course, attributable to 
the one over-riding difficulty—a shortage of gold and 
foreign exchange resources. The shortage of gold deserves 
to be emphasised. We are at times in danger of losing 
ourselves in admiration of the prosperity haply created 
in a large and important section of the world since 1932. 
It may be salutary, therefore, to recollect that while, 
fearful lest our good fortune should rise so high as to 
court a fall, we are discussing the eventuality of having 
to lower the price of gold in order to curtail the supply, 
here is the largest country in Europe (if we exclude 
Russia) still without any of this all-important small 
change of international trade and finance. Not long 
since the German Government was known to be instructing 
the private holders of foreign securities to dispose of these 
in foreign markets, such as Brussels and Amsterdam, 
and surrender the exchange proceeds. Restrictions on 
the possession and transfer of foreign assets by its nationals 
have again been tightened up (though they are still 
occasionally circumvented by the exercise of ingenuity 
and the adoption of special devices). Book profits 

made by German debtors to France, Holland and 
Switzerland, through the devaluation of September 30, 
1936, were virtually appropriated by the fiscal authorities. 
Even the enlargement and renovation of the German 
Embassy building in London seems to have provided 
an occasion for economising in foreign exchange : for the 
considerable number of German workmen brought over 
to execute the work could readily be promised attractive 
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rates of a on condition that all but the minimum 
required for temporary subsistence in London would be 
paid in Reichsmarks and would be made available for 
spending only in Germany. 

These indications seem to point to a progressive 
scarcity, that is to a steadily deteriorating situation in 
the matter of Germany’s foreign exchange resources. 
And it is certainly true that the pinch was more noticeable 
in the summer of 1936 than in that of 1935; more visible 
and acute in the winter of 1936 than in that of the pre- 
ceding year. The explanation, occasionally advanced,that 
the Reichsbank or the Treasury is secretly accumulating 
an emergency reserve of gold and foreign exchange, per- 
haps a war chest, is unconvincing. Discomfort and 
hardship have certainly at times been imposed on the 
German people and patience in adversity has been exacted 
from them in order to serve the attainment of major and 
sometimes remoter national aims and ambitions. But it 
is at least unlikely that the pursuit of more distant 
objectives would be carried to such extremes as to involve 
a further shortening of an already very modest daily 
ration by causing a—politically damaging—deficiency of 
food-stulfs; or so as to reduce industrial production and 
employment through a lack of raw materials such as 
that which many German manufacturers have experienced 
during this last year. In all the circumstances, therefore, 
it seems safer to conclude that the lack of exchange 
resources is a real and not merely an apparent one. 

This leaves us with an unpleasant impression and it is 
discouraging from the point of view of the prospective 
re-establishment of world prosperity as a whole. That 
Germany should be lagging behind even a truncated 
Austria in economic recovery is rather startling—quite 
apart from the circumstance that in this instance loss of 
territory, population and foreign assets, in a word the 
‘economic consequences of the Peace’’ cannot be 
adduced in explanation. Lack of raw materials provides 
no answer. Nothing short of a wrong-headed and way- 
ward economic policy can account for the failure of 
Germany, which probably applies more science, organisa- 
tion and energy than almost any other country to the 
development and maintenance of industrial efficiency 
and commercial production, to sell its goods to the rest 
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of the world in sufficient quantity to provide the where- 
withal for its own international purchases and payments 
on an ample scale. More than ever in the present phase 
of the cycle it seems to spell in large letters the failure 
of the National Socialist ‘‘ New Deal.” 

But to infer from these considerations, as some 
observers profess to do and indeed are continually doing, 
that a collapse or breakdown of the German system is in 
sight, seems wholly unwarranted. Neither the fiscal 
system nor the managed exchange is in any danger, 
though both may at times be playing the part of sweated 
labour. Fiscal revenue at any rate has risen continuously 
and it would possibly be safer to criticise it on the grounds 
that it takes too heavy a toll of German national income 
to be economically healthy rather than because it is in 
any danger of breaking down under strain. The German 
banking structure, meanwhile, has never been more 
liquid since it came into being. The National Debt is 
steadily rising and it is undoubtec lly growing much too 
fast. But on the other hand conversions of short term 
into long term debt have proceeded on a larger scale 
than previously; and the debt itself is still diminutive 
if compared with the war time legacies of Britain and 
France. Even its extravagant growth in recent years— 
in the service of a policy of re-armament and re- 
militarisation—has been neither as ill-ordered nor as 
expensive in the current charges created as the increase 
of French public indebtedness during the same period. 

Consideration of the policy of re-armament leads to at 
least one interesting possibility. It was suggested above 
that Germany’s exchange troubles are not the result of 
a surreptitious plan, executed without regard to the 
economic hardship inflicted by it, to amass a currency 
fund. But if this is so, it remains true none the less that 
the present situation is primarily the outcome of a 
deliberate policy which could be as deliberately modified 
or discontinued by decision of the German Government, 
with beneficial economic consequences, as it was originally 
undertaken. Almost two years ago Dr. Schacht* warned 
his countrymen of the difficulties inseparable from an 
over-accelerated programme of re-armament. He saw, or 
rather foresaw, clearly both the drain on Germany’s 
~ * Koenigsberg speech, August 1935. Poe 











188 THE BANKER 


meagre exchange resources and the rise in the domestic 
price level, calculated to act as a deterrent to German 
exports, which must ensue. If Dr. Schacht at that time 
reckoned with normal or abundant harvests in Germany, 
he may actually have under-estimated the future strain 
on Germany's supply of foreign currencies. But the 
stringency itself can have come as no surprise to him or 
his colleagues. 

It now rests very largely with the German Government 
tself to improve the outlook. At the cost of some 
sacrifice of the forward policy hitherto followed in 
international affairs Germany could rapidly better her 
exchange situation. World conditions have not for 
many years been so favourable to an expansion of 
Germany’s foreign trade and, indeed, that expansion has 
as an appended table discloses, already been taking place 
for some time. There have of course been obstacles to 
overcome and the sharp rise in the prices of some im- 
portant commodities may have caused some temporary 
embarrassment. A gradual but almost complete change- 
over in the world as a whole from a buyers’ to a sellers’ 
market must have exercised an unfavourable influence on 
many of Germany's barter, compensation and clearing 
arrangements. Why should anyone agree to clumsy and 
cumbersome barter for the disposal of his products when 
buyers, able to offer cash in free money markets, abound ? 
The substantial orders placed by a centrally governed 
(german trade administration are no longer a special catch 
for overseas sellers, for which it is worth while making 
exceptional concessions concerning payment. But if the 
world has become a sellers’ market it automatically affords 
a splendid opportunity to German exporters—once the 
initial difficulty of securing the supply of the essential and 
now much dearer raw materials required for such export 
had been overcome. The prospect confronting Germany 
is moreover rendered more advantageous at present by 
the circumstance that some potential industrial com- 
petitors like ourselves have been obliged to reduce if 
not to forgo altogether, certain lines of export trade 
because a number of industries are already working to 
capacity to execute Government orders. And in this we, 
as a country, are not alone. A share of such rejected trade 
must fall into Germany's lap at profitable and rising 
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prices—if Germany is only willing to spread her apron. 
All those overseas territories which have recently gained 
in purchasing power as a result of the rise in price of 
primary products and raw ‘materials- which has turned 
the real ratio of exchange sharply in their favour— 
should prove ready consumers of the manufactured goods 
and technical plant which Germany is so well fitted to 
supply. In this connection the steady growth of German 
exports over the past twenty months is itself significant. 
The figures are as follows : 


oe 
Table. 
GERMAN FOREIGN TRADE. 
Imports. Changes (%) Exports. Changes (%) Balance. 
Whole Year. Million wainst previous Mulion wainst previous Million 
Rmks year. mks. year. Rmks. 
Value Volume Value. Volume. 
1933 -- +, a> f 4,971 °4 ; ea + 007° | 
1934... 4,45 Oo - 4,100°9 - —— -~254°1 
Quarterly 
PA (1,116°5 2-7. + 2:6 967°1 11-6 4°0 —I1490°4 
1,008-7 12°5 -12°3 995°0 + O°3 8-4 — 13°97 
1935... a % : : : , " 

a : 965° 3 8-6 1I°3 1,099 6 + 9°4 +19°8 +134°3 
LV } (1,068: 2 2°4 6-9 1,205°O +12°4 +20°0 +139°3 
5 { 1,052°9 5°7 8-4 1,134°2 +17°3 +24:°2 81-3 
UL | 1936.. 1,058°1 4°9 O-r 1,108°5 +11°4 +14°7 tb 50°4 
mt 1,027°6 6-5 + 1°3 1,21§5°8 +10°6 +11°6 +188:1 
IV ) { 1,079°1 axe) 5°8 1,310°5 8-5 +17°4 +231°4 
lL 1937 I,09I°6 + 3°7 — [,283°0 +13°I — fIQI*4 


Imports, it will be seen, suffered from the rise in prices 
of raw materials. But the movement in these no longer 
shows a sharp upward trend while the keen competition 
among buyers is stiffening the prices of manufactured 
exports. The outlook for Germany’s exports is thus 
probably better than at any time since 1931. True, the 
domestic price level has risen in Germany under the 
influence of a greatly expanded and still expanding 
credit structure, due in the main to the financial require- 
ments of the Government’s plans of re-employment and 
re-armament. Measured in terms of gold or Reichs- 
marks taken at their gold parity the German wholesale 
price index is higher than that of any of its competitors. 
But the par exchange of the Mark is to-day wholly in- 
applicable while in addition almost all German exports 
are cheapened by one device or set of devices or another 
to a competitive level. It will be remembered that but 
a short time ago Herr Hitler informed his people that the 
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country could not afford to grant them any rise in wages 
and salaries. So that labour, which enters in the last 
resort into the cost of everything, is unchanged as an 
item in the cost of production. 

It seems safe, therefore, to suggest that Germany, 
whatever her self-imposed and other disabilities, is 
offered a favourable opportunity of rejoining the main 
current of economic development and the upward trend 
in trade discernible all over the world. This impression 
is reinforced by the latest returns relating to world trade, 
issued from Geneva, indicating that in value it has risen 
by 18 per cent. in the last. quarter. And of course 
it is supported by the progress already shown in German 
export trade. As already admitted, the higher prices 
of important raw materials must for a time hav e placed 
a special strain on Germany’s slender margin of available 
exchange. But with exports flowing in greater volume 
the pinch should be overcome; and indeed Dr. Schacht 
himself is understood to hold the view that the moment 
of greatest difficulty has passed. What it will all depend 
on is the policy adopted towards the import side of 
the account—visible and invisible. If accelerated re- 
armament is proceeded with a@ outrance, perhaps not even 
the present propitious world conditions will suffice to re- 
lieve the strain on German exchange. At the same time 
expenditure on foreign propag sanda (and foreign military 
adventure) must constitute an item which is, marginally, 
more than negligible and could be reduced at the free 
choice of Germany's rulers. Here too we have a question 
of deliberate policy. Furthermore, while Germany has 
hitherto derived little or no income in foreign currency 
from foreign tourist travel, steady liquidation and reduc- 
tion of foreign short term debt by means of registered 
marks and otherwise must be making inroads into 
current interest charges. There is the further circum- 
stance that devaluation of the Dutch florin and the 
Swiss franc, and in a smaller degree of the French franc, 
again diminished outstanding short term liabilities last 
September. 

What Dr. Schacht’s attitude will be, in this situation, 
can hardly be doubted. Will his counsels prevail—and 
Germany be restored in the next year or two to a more 
comfortable economic position? Or will his National 





GERMANY’S OPPORTUNITY? 191 


Socialist colleagues place their power politics and their 
nationalistic schemes «ber Alles ? 

Will it be realised that re-entry into world trade on 
a large scale and re-alignment with outside economic 
conditions may well prove to be not only the more 
expedient short term policy—that of grasping a sub- 
stantial share of the world’s export trade while the 
moment is opportune—but may also be a shrewd long term 
policy ? That this may be the means of providing German 
employers and employed with their daily bread when 
once the country has re-armed and re-equipped herself 
to the point where domestic orders alone cannot hope 

) keep industry and manufacture active? 

Having boldly concluded that the outlook confronting 
Germany in international trade is brighter than for some 
time past, one is tempted to push inquiry yet further 
and ask what are the prospects of Germany being able 
to abandon her economic isolation and to return to 
“freer’’ trade and exchanges, administratively and 
commercially, even if not fiscally. Here, unhappily, 
there are difficult obstacles to overcome—if indeed we 
are justified at all in assuming that the National Socialists 
have any disposition to reg ard the abandonment of all- 
pervading State control and State management as a 
desirable social and political objective. Were the Mark 
to be devalued, it would still not be possible for any 
German Government to free the exchanges; and if the 
exchanges were to remain under control, such control 
would continue to embrace trade itself. It is not so 
much Germany’s foreign indebtedness which would 
constitute a major obstacle, though a moratorium, or 
at any rate a limited moratorium, would have to continue 
in respect of foreign short-term claims and credits. 
The danger would emanate from a different quarter. 

For whatever benefits the régime may have conferred 
on the people; whatever triumphs it may have scored 
for the nation; the rigorous treatment meted out to 
holders of property and capital assets in Germany has 
been too severe to be willingly borne or readily forgotten. 
As yet the country is in no mood to accept a transition 
to State capitalism except under compulsion. If the 
trade-gates were opened, the exchange barriers removed, 
far more even than the substantial capital in Jewish 

Q 
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ownership would take to flight and thereby immediately 
imperil the exchange. It would not do so because it 
entertained fears for the stability of the Reichsmark 
not, at any rate, so long as Dr. Schacht was at the helm. 
Nor, of course, would interest rates play a decisive part. 
But it would migrate on a large scale—and here we find 
the extremes meet—for much the same reasons which have 
estranged French capital from France: because it was 
being deprived at every turn by political and administra- 
tive action of the power and the opportunity to earn those 
profits which alone give it the name and status of capital. 

Thus the outlook for recovery and prosperity con- 
fronting Germany is, like that confronting the world 
as a whole, a more hopeful one than for some years. The 
realisation of such hopes lies at any rate well within the 
grasp of those responsible for Germany’s destiny. But i! 
Germany is to re-enter fully and frankly, financially and 
economically as well as politically, into the wider comity 
of Nations, she must rapes make a much greater and 
more convincing success her present experiments in 
State capitalism—to the psd where they convince 
primarily the German people and not merely the foreign 
on-looker, of their financial virtue and social value; or 
else, with prosperous world trade and lightening burdens 
paving the way, Germany will have to revert, however 
gradually, to that self-disciplined political and economic 
freedom which, despite its many failures and _ frailties 
has, humanly speaking, so far in recorded history yielded 
better results than any of the systems or expedients 
which have attempted to replace it. 


Gold and ‘ Hot Money ” 
By Paul Einzig 


URING the last six weeks or so more nonsense has 
been talked and written about gold than about 
almost any other subject during such a brief space 

of time. The heated controversy about the question 
whether the United States should reduce the buying price 
or limit the volume of gold imports disclosed an amazing 
lack of knowledge of ‘elementary facts bearing on the 
situation. It would be possible to compile a formidable 
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list of blunders made in quarters which ought to have 
known better. In particular the nature of the relations 
between an influx of gold and an influx of “‘ hot money 
appeared to be utterly misunderstood by most people 
who have been dealing with the subject. 

Thus it is a widespread belief that, since the United 
States is the only country where gold can be sold to an 
unlimited extent, this fact necessarily tends to increase 
the influx of “hot money ” in that country. In other 
words, it is assumed that an influx of gold is necessarily ac- 
companied by an increase in the vy ‘olume of fore ign capital. 

Assuming that the balance of pay ments of a country 
with incovertible currency is ‘‘ neutral,’ and that there 
is no granting of new foreign loans or repayment of exist- 
ing foreign loans, the only way in which the net volume 
of foreign balances in the country concerned can change 
materially is through Exchange Equalisation Account 
operations. If the authorities abstain from operating, 
there can be no change in the net volume of foreign 
balances. Foreign buying of dollars finds its counterpart 
either in foreign selling of dollars, in which case the 
balances merely change hands, or in American buying of 
foreign exchanges, in connection with the transfer 
American capital abroad, in which case there is an 
increase in the volume of foreign balances, offset by a 
corresponding increase on the volume of American 
balances abroad. If, however, the counterpart of foreign 
buying of dollars is provided by the United States Trea- 
sury, the result is a net influx of gold and a corresponding 
net increase in foreign balances in New York. Many 
people work under the impression that first there is a net 
increase in the volume of foreign balances and then the 
Exchange Equalisation Account buys a corresponding 
amount of gold and foreign exchange. In reality there 

can be no net increase in foreign be lances unless and until 
the authorities operate. By providing for foreign demand 
they are directly responsible for the increase in the volume 
of foreign balances. 

While it is true that there can be no net increase in 
the volume of foreign balances without official gold 
purchases, it does not follow that official gold purchases 
necessarily increase the volume of foreign balances. 
They may do so technically for a brief period, but taking 
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a long view it is by no means necessarily the case. All 
depends upon whether the sellers of the gold leave the 
proceeds in dollars. In some instances, as in the case of 
gold shipments by the Soviet Government, this may be 
so, but in the majority of instances the sellers of gold 
do not leave the proceeds in New York. 

Take, for instance, the case of the newly-produced 
gold. There is no reason whatsoever why the mining 
companies in South Africa and elsewhere should leave the 
proceeds of their sales in New York. For one thing, they 
do not generally sell their gold in New York but in London, 
and the shipment to New York is undertaken by arbitra- 
geurs. But even in so far as the mining companies sell 
their gold to New York they are most unlikely to leave 
there more than a fraction of the proceeds. They have 
to pay their expenses mostly in South African pounds 
and they have to pay their dividends in sterling. Possibly 
they may invest part of their undivided profit in dollar 
securities, but the amount cannot be more than a fraction 
of the total proceeds of the gold sold in New York. 

Regarding dishoarded gold, it may happen that some 
hoarders consider it advisable to switch over from gold 
to dollars, in which case they sell their gold in London 
and buy dollars long before the gold they have sold has 
reached the United States. Conceiv ably they sell gold 
not against sterling but against dollars. In any case, 
since the transfer of balances to New York is accom- 
panied by a sale of gold to the United States Treasury, 
the result is an increase in the volume of foreign balances 
and a corresponding increase in the volume of gold influx. 
It may be argued, however, that in this instance the 
influx of gold is the effect and not the cause of the influx 
of foreign balances. If the owners of gold do not retain 
the proceeds in dollars but repatriate it or keep it in 
sterling or some other currency, then there is no reason 
why the operation should lead to an increase in the 
volume of hot money in New York. It is true that 
arbitrageurs buy their gold as they buy the newly-mined 
gold for shipment to the United States in the absence of 
demand from other quarters. It is also true that since 
the purchase of this gold by the United States authorities 
is equivalent to an import surplus, the immediate result 
is an increase in the volume of foreign balances in New 
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York. The important point is that this increase is purely 
temporary. 

In so far as the proceeds of gold sales to the United 
States are not retained in dollars, the operations 
necessarily lead to a selling pressure on the dollar. Up 
to a point this selling pressure may be allowed to produce 
its effect, but if it goes too far the British or American 
authorities step in ‘and support the dollar. The result 
of their supporting operations is a loss of gold for the 
United States. It is true that these losses need not 
necessarily be identical with the amount of the gain 
brought about by the previous sale of gold that provoked 
the adverse pressure, but the difference cannot be very 
large unless the dollar is allowed to depreciate to a 
considerable extent, which is not likely. 

Gold cannot be dumped in unlimited quantities upon 
the United States. In particular, once the process of 
dishoarding has come to an end, the absorbing capacity 
of the United States for gold will become limited. If 
arbitrageurs send gold to the United States beyond 
the extent of the trade surplus and the influx of “ hot 
money,” the result will be an adverse pressure which 
will remove the gold surplus. There is no need for the 
United States to be afraid of becoming the helpless 
dumping ground for the whole world’s unwanted gold. 
To the extent to which the influx corresponds to an 
export surplus or the payment of debt, it will probably 
be welcome. In fact, the resolution submitted to 
Congress by Mr. Hamilton Fish only seeks to prevent 
the gold influx which does not represent an export 
surplus or the repayment of lawful debt. To the extent 
to which the influx represents a demand for dollars by 
investors or speculators or by owners of refugee funds, 
the remedy lies in the hands of the United States 
authorities. They are ina position to defend themselves 
against the influx of ‘‘ hot money ”’ bya variety of means. 
If they are successful in discouraging the influx of 
‘hot money,” the influx of unwanted gold will be 
thereby automatically diverted, even if the United 
States should remain the only country prepared to 
pay a fixed price for gold. An influx of gold through 
arbitrage, if unaccompanied by an influx of ** hot money,” 
tends to produce its own corrective, as we have seen above. 
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Conversely, if the United States authorities try to 
tackle the problem at the other end and hope to limit the 
influx of “‘ hot money ”’ by limiting their gold purchases, 
the result would not be satisfactory. A demand for 
dollars through the influx of “‘ hot money ”’ would lead to 
an unwanted appreciation of the dollar and to prevent 
this the United States authorities would have to take the 
initiative for buying more gold. The only difference 
would be that instead of arbitrageurs being allowed to 
import gold into the United States the gold purchases 
would have tobe arranged between the Exchange Equalisa- 
tion Accounts. 

Thus even in the case of a limitation of gold imports 
through private arbitrage, the problem with which the 
United States authorities are confronted would remain the 
same. If they do not want to increase their gold stock 
to an unlimited extent or to allow the dollar to appreciate 
to an unwanted degree, they would have to find means to 

discourage theinfluxof ‘ ‘hot money.” The limitationof gold 
purchases through private arbitrage could not solve the 
problem. The idea of Mr. Hamilton Fish that gold pur- 
chases should be limited to the amount of export surplus 
and debt repayments is hopelessly mageacticenes, unless 
wees can be found for the discouragement of the influx 
‘hot money. ’’ And if f that task is achieved, then there 

Ww vill no longer "be any need to interfere with gold imports, 
for the net amount retained will in any case become 
limited. The newly-produced gold and the dishoarded 
sold would have to find their way to countries which have 
a trade surplus, or whither national or foreign capital 
flows. The idea that the United States is the sole con- 
ccivable dumping ground for surplus gold has only deve- 
loped because during the last two years or so the United 
States had large export surpluses and in addition to the 
repatriation of American funds she received huge amounts 
of “hot money.’ This need not necessarily remain so. 
The American balance of visible trade has already turned 
adverse and it is conceivable that the flow of “‘ hot money” 
might become reversed even in the absence of any official 
— s. What is important from the point of view of 
shaping monetary policy is to realise that the influx of 
gold is not the cause but the effect of the influx of “ hot 


money.’ 
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Motor Car Indemnities 
By a Correspondent 


T this time of the year bankers are frequently 

A: asked to enter into indemnities which are required 

in connection with motor-cars imported into 
various countries by customers touring abroad. 

Such undertakings for the most part are supplemen- 
tary to guarantees given by the Automobile Association 
and the Royal Automobile Club for the benefit of their 
members for the purpose of touring in the Irish Free 
State and abroad, by Barclays Bank (Dominion Colonial 
and Overseas) in the special case of Malta, or else entergd 
into direct in the case of Palestine; here a bank is asked 
to give a direct guarantee to the Palestine Government 
instead of covering the liability of another guarantor. 

In every instance the guaranteeing bank is liable to 
the full extent of the amount involved, subject of course 
to the customer’s ability to meet the liability himself, 
either out of his own resources or on the strength of a 
special policy of assurance which may be taken out to 
cover the risk of forfeiture through fire, theft or accident. 
The amount which may be involved is that which a 
motorist may be called upon to pay by the customs 
authorities of any country* into which he may take his 
car, in the event of his failure for any reason to remove it 
“ within a limited time after import.’’ This phrase appears 
in the A.A. Touring Guarantee—which is quoted 7m 
extenso below- _together with the form of the R.A.C. 
Bank Guarantee. 

The Banker’s Indemnity in respect of an A.A. Touring 
Guarantee reads as follows :— 

‘In consideration of the Automobile Association extending to 


Akh a Higa mona w a itis suecesenydsaceaseseeaennee 
the benefit of their Guarantee in connection with the proposed 
temporary importation by............ eer eer 
Car Engine No......... Chassis No......... Bris Sel seis Sek et eis 


and such other countries and places in which the Carnet de Passages 
en Douanes is available into which the said Motor Car may be 
temporarily imported by the said..................20e00- we hereby 
undertake to indemnify the said Association against all liability on 











* Guarantees for Palestine and Malta are for stated amounts of 
import duty applying to each particular car. 
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account of the said Motor Car under such guarantee and accordingly 
(a) if and when any lawful demand shall be made upon the said 
Association under such guarantee on account of the said Motor Car or 
(6) if the liability of the said Association on account of the said Motor 
Car under such guarantee has not been cancelled within 12 calendar 
months after the date of this guarantee, we undertake forthwith to 
pay to the said Association, or to Stenson Cooke, or other their Secretary 
for the time being, as trustee for them in case (a) such sum as may be 
necessary for meeting the demand, or in case (6) the maximum sum 
payable under our indemnity such sum to be paid upon a certificate 
from the said Stenson Cooke or other such Secretary as aforesaid 
referring to this indemnity and stating in case (a) the sum demanded 
and to whom payable by the said Association, and in case (0) that the 
liability of the said Association has not been cancelled, which certificate 
hall be sufficient evidence of the facts therein stated, including in 
case (a) the lawfulness of the demand. 

It is understood that the said Stenson Cooke or other such Secretary 
as aforesaid will immediately notify us of the cancellation of the 
said liability in respect of the said Motor Car under the said guarantee 
whereupon our liability under this Indemnity will determine. 

We understand that claims under the guarantee will be liable to 
arise if the Motor Car is not taken permanently out of the said countries 
within a limited time after import, or if there should be any breach or 
non-observance in relation thereto of the conditions under which Motor 
Cars may be imported for a limited time into the said countries without 
payment of duties. 

Our liability under this indemnity is limited to £............. zs 


The Member’s Request to Bankers for Indemnity in 
respect of an A.A. Touring Guarantee reads :— 

‘] hereby request you to give to the Automobile Association on 
my account a letter of Indemnity in their usual form in respect of their 
guarantee in connection with my proposed temporary importation of 
my..............-.Motor Car, Engine No....... Chassis No....... 


And I hereby agree that any sum that you may pay under such 
Indemnity may be charged by you against my account with you, and 
shall be repayable by me on demand with interest in the meantime at 
(‘haheneennnan’ and I further agree that a Certificate from the 
Secretary for the time being of the said Association as mentioned in 
such letter of indemnity shall be sufficient warrant to you for making 
any payment in accordance therewith.” 

The R.A.C. Bank Guarantee reads as follows :— 

‘In consideration of the procuring by the Royal Automobile Club, 
Pall Mall, London, S.W.1, of the issue of Customs papers to our 
CIE ks vaccen ehs.d enema nals at our request, in respect of a 


motor-car or motor-cycle, valued by................ = eee 
the duties in connection with which, at the present time amount to 


We hereby agree that, in the event of any claim being made by any 
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Customs or Excise Authority, whether foreign or otherwise, against 
the Club or against its Secretary for the time being or against its foreign 
agents, on the ground that such Customs papers have been improperly 
discharged or on account of any other breach of foreign Customs 
regulations in regard to such papers, whether such claim be for Customs 
Duty only or whether the same includes any other charges or taxes 
rendered payable by reason of the said improper discharge or breach 
of regulations, we will pay the amount of such claim on demand to 
Automobile Proprietary Limited, the proprietors of the said Club, 
together with any costs or charges to which the said Club may have 
been put in connection with the said claim. 

We also agree that our liability shall extend to the whole of such 
claim notwithstanding that the same may have been increased by an 
increase, since the date of this agreement, of the scale of the Customs 
tariffs, taxes or other charges. 

And we further agree that it shall not be necessary for any appli- 
cation for payment to be made to our said Customer by or on behalf 
of the said Club or its Secretary prior to making a demand for the same 
upon us. 

According to the wording of the A.A. Banker’s 
Indemnity, liability would be incurred in a year’s time 
if it had not been incurred before in the event of the 
motorist failing to remove his car from any country 
covered under the guarantee. In practice this liability 
is not as serious as it may seem at first sight, as the Bank 
could probably re-insure in the event of failure to remove 
the car from the country in consequence of damage, and 
the Association would apply for a renewal of the guarantee 
for a further period. The chief risk, which would entail 
payment in full under the guaranty, is the personal 
hazard. 

We must thus take into account any duties, charges 
or taxes which foreign Customs authorities may levy 
subsequent to free importation of a car, whether—as in 
these cases—by arrangement under a ¢riftygue or other- 
wise. 

Bankers have been accustomed in the past to entertain 
such requests without demur, as a service rendered free 
of charge in the ordinary course of business. The 
assumption has been that negligible risk is involved, 
for as a rule the customer may be relie -d upon to discharge 
any liability that may arise. But with the increasing 
popularity of foreign touring of late years, uninsured 
claims which may from time to time occur have revealed 
that not only is many a motorist, young or old, blissfully 
unaware of the liability he incurs, but at times would 
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be unable, or at least would find himself embarrassed 
if he were called upon, to meet it. The general 
impression is that all that an owner need bother about in 
this connection is to ask his banker to perform a merely 
perfunctory service which, in a phrase heard recently 
from a speaker over the wireless, he “ is only too pleased ”’ 
to render to all who require it. A fine tribute to banking 
courtesy ! 

Such an attitude seems scarcely justified when it is 
realized that upon signing a form the banker undertakes. 
also without charge —considerable correspondence and 
necessary notation. He should ascertain whether in- 
surance has been effected against forfeiture in the con- 
tingencies already specified; he must make notes to 
refer at future dates to the question of the liability being 
still outstanding, whether insurance was effected or not. 
If a claim occurs it will probably be wholly dispro- 
portionate to the value of a car belonging to a customer 
least in a position to bear it. Not only is the liability 
determined by the highest duty imposed by any of the 
countries visited, but it is also estimated as a rule wpon 
the weight of the car and not upon tts value. The writer 
has seen cases in which an indemnity for a sum of £608 
was required in respect of a car valued at £200, and for 
£130 when a car was worth only £65. Gener -ally, however, 
the measure of the risk may be taken to be the amount 
which would be sufficient to remove the car from the 
country in whatever state it happened to be in. Cases 
may occur, though, in which its removal would be 
impracticable -e.g., the possibility of serious accident, 
(against which insurance can be effected), or of the moral 
hazard of a motorist, in bad faith or through sheer 
ignorance, selling his car abroad. The latter risk is not 
covered under Customs Deposit Policies, although it may 
involve a claim up to the total amount of the Customs 
duty. 

Many a banker might well be shocked by a return of 
such indemnities outstanding, even if he took into account 
only those which would cause unpleasantness with his 
customer or probable loss to himself in the event of claim, 
and would agree that the matter merits serious attention. 

Were adequate insurance effected in every case, the 
position would be more satisfactory apart from any 
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question of infringement of the condition of the triptyque, 
and much unnecessary trouble would be avoided if the 
banker could rely at least upon the risk of forfeiture 
through fire, theft or accident being covered at the time 
that he is required to put his pen to the form of indemnity. 
As things stand, a banker can only clear up doubt as to 
whether insurance has been effected or not by corres- 
pondence which may aggravate a customer who is either 
insured already, or who sees no reason for insuring. If 
the banker learns that a policy has been taken up upon 
the suggestion invariably made yet not insisted upon, by 
the Motor Association, he may still be left in ignorance of 
the term for which it has been issued. This may prove 
to be insufficient to cover the period of the triptygue. 
Further, when insurance has been effected by the 
customer, the banker incurs the risk that settlement of 
a claim may be made without remittance of the amount 
to the bank, thus leaving the bank liable. 

The cost of insurance against forfeiture resulting from 
fire theft and accident is small, 1.e€. 3S. per cent. with a 
minimum premium of 7s. 6d., and a simple method 
suggests itself which would diminish trouble and risk; 
moreover, it is one to which no one could take any 
reasonable exception. 

An arrangement might be made by which the Motor 
\ssociations, when they require a banker’s guarantee, 
should send—or undertake to send to the bank—the 
policy covering forfeiture of the Customs deposit in the 
event of fire, theft or accident ; also that all such policies 
should be endorsed to the effect that any moneys paid 
under a claim should be sent to the guaranteeing bank. 

If the banker received no policy, nor any intimation 
that insurance had been efiected, it would be open to 
him to decide whether he should invite his customer to 
insure against the risk which the Insurance Companies 
accept. If the customer refused, the banker—having 
already decided that insurance was advisable—would 
either decline to guarantee or, perhaps, altruistically 
would bear the insurance cost himself rather than dis- 
please his customer and incur an unwarranted risk. 

Whether insurance were effected by the Association, 
by the banker or by the customer himself, the banker 
should insist upon an endorsement on the policy to the 
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effect that in the event of the insurance company 
becoming liable to make any payment, the payment 
should be made to the credit of the account of the insured 
with the guaranteeing bank, notwithstanding anything 
contained in the policy to the contrary. 

Such procedure would be fair to all. It would secure 
protection against a risk more likely to be incurred for 
which protection is clearly required; it would also go 
far to help to remove friction, difficulty and unpleasant 
correspondence between bankers and their customers 
which from time to time occurs through lack of appreci- 
ation of the position in which bankers are placed and of 


the service they are glad to render to the touring motorist. 





Pension Warrants 
By Maurice Megrah 


ARLY last month Mr. Justice Lawrence decided 
in favour of the defendant bank a case of con- 
siderable importance and, one might fairly say, 
of no little difficulty :—the case of Gowers and Another v. 
Lloyds and National Provincial Foreign Bank Limited. 
The question in dispute was the liability, if any, 
incurred by the bank in collecting what is commonly 
known as a pension warrant or order, of which there are 
many kinds in existence, most of them, however, based 
on the same principle. The governments of the colonies 
and the government of this country pay the pensions of 
those of their retired servants who desire it in the form 
of warrants which have to be completed by the pensioner 
in the presence of a witness falling within a category 
prescribed by the particular government, which witness 
is required to attest the signature of the pensioner. The 
completed warrants may then be presented either direct 
to the government paying agents—in which case the 
witness could be the paying cashier of the paying agents, 
who need not attest—or through a bank. 
In the case in question, the warrants were in the form 
of receipts issued to the pensioner by the Crown Agents 
for the Colonies on behalf of the Government of Mauritius. 
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The significant features of the receipt were two notes 
which formed part of the instrument : 


(1) Note. This form must be left one hour for examination if 
presented in person, and one day if presented through a 
bank. 


If presented in person this form must be signed in the 
presence of the Paying Cashier. 

This allowance cannot be assigned as a security for a loan 
of money. 


(2) NoTE. As indicated above I hereby certify that M....... 
the form must be whose signature is affixed above, 
presented in per- is living, and to the best of my 
son at this Office, knowledge and belief is the person 
or passed through a entitled to the payment. 

Bank for collection. 

In the latter case To be signed by a Justice of the 
this Certificate Peace, Notary Public, Commis- 
must be completed. sioner for Oaths, Minister of 


Religion, Medical Practitioner, or 
British Consul or Vice-consul, 
before being passed for payment, 
or by a Manager of a Bank or 
Branch Bank when passing on for 
payment. 


TONER 5505 & x ldcicntalatearo dees ois 


SOE no cddencsaeessinnes  Peerere rere Ts 
Office of the Crown Agents for the Colonies, 4, Millbank, 
London, S.W.1. 

The principle on which these forms are drawn is the 
same in most cases, though they vary in detail. For 
instance, the War disability pension warrant, which is 
probably the most common of all in this country, takes 
the form of a receipt and requires a certificate by an 
authorised witness to the effect that the receipt was 
signed i” his presence. It must similarly be left one 
day for examination if collected through a bank. 

The facts in the case are simple. One Gibson was 
a retired civil servant of the Government of Mauritius, 
entitled to a pension for life which was paid to him 
through the medium of the Crown Agents for the 
Colonies. The pension was paid by means of warrants in 
the form above described, payable either direct by the 
Crown Agents or to any bank acting on behalf of the 
pensioner. In 1916 Gibson, who was then in Paris, 
opened an account with the defendant bank at their 
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Paris office and the latter regularly collected his monthly 
pension warrant for him. In December, 1929, Gibson 
died, but neither the bank nor the Crown Agents learnt 
of this until March, 1935, when the former brought the 
matter to the notice of the latter. In the intervening 
period of over five years, Gibson’s signature had been 
forged and the warrants bore a forged certificate to the 
effect that he was still alive. The forgeries of Gibson’s 
signature was so good that the question of negligence in 
accepting his signature could not be raised. 

On the discovery of the facts, the question arose 
which of the two innocent parties, the bank and the 
Crown Agents, was to bear the loss of £3,500 sustained ? 

The claim of the Crown Agents covered three points 
in the alternative :— 

(a) that the defendant bank indemnified the 
Crown Agents in respect of loss or damage arising 
from the payment of the warrants; 

(b) that the defendant bank warranted to the 
Crown Agents that, at the time the former pre- 
sented the warrants for payment, the pensioner 
was still alive and that the bank was authorised 
to collect on his behalf ; 


(c) that the sums in question were paid over to 
the defendant bank by the Crown Agents upon 
terms and in consideration that the bank would 
in turn pay over to Gibson or his order; that, 
Gibson being dead, there was no liability on the 
part of the Crown Agents and the money could 
not be so paid over; that the defendant bank was 
consequently liable to the Crown Agents for money 
had and received to their use. 

As the instruments were not bills of exchange and 
were not drawn on a banker, there was no statutory 
protection in collecting them if they were converted. 
Che defence of a bank which deals with them must be on 
different lines, and in this case consisted of a denial of 
the plaintiffs’ assertions coupled with the allegation of 
contributory negligence. 

Before proceeding to discuss the judgment of Mr. 
Justice Lawrence, it may be well first to look at the 
matter from the practical point of view. These warrants 
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are collected by the banks to the tune of several thousands 
a year, and it is clearly of the utmost convenience to 
government departments and agents that the banks 
should undertake to act as media between them and 
their pensioners. The banks have little or no interest 
in the matter because, even where the pensioner is a 
customer, the transaction is one in the ordinary course 
of business for which the bank makes no charge; where 
the pensioner is not a customer, the action of the bank is 
merely a courtesy. It is unlikely that the banks would 
lose much if they refused to collect these warrants 
except under suitable safeguards by the paying agents. 
They would be naturally reluctant to take such a course 
and it is, therefore, a relief that the decision has been 
given in their favour. Mr. Justice Lawrence dealt with 
the matter in the following way. 

His Lordship stated that in his view the question of 
warranty depended on the terms of the forms of receipt, 
taking attendant circumstances into consideration; that 
the forms held no express warranty and that no warranty 
could be implied. He pointed out that not only did the 
form not provide that it could only be presented for 
payment on behalf of a customer of the collecting agent, 
but that on the contrary the method of paying through 
a bank was devised partly for the convenience of pen- 
sioners without banking accounts. He referred to the 
notice on the form intimating that the form could be 
nino or passed through, or passed on by, a bank 
for payment, and that the certificate that the sales r 
was alive might be attested by a manager of the bank or 
branch bank passing the form on for payment. 

The plaintiffs had contended that this certificate 
related only to the facts that the signature to the form 
was that of the pensioner, that he was living and that he 
was believed by the person certifying that he was the 
person entitled to the pension, but did not relate to the 
lact that the pensioner authorised the bank to collect ; 
and that, in consequence, the collecting bank was the 
agent of the pensioner and warranted its authority so 
to act. As has been said, however, his Lordship refused 
to accept this argument. He felt that to import such a 
warranty rendered the certificate valueless for all prac- 
tical purposes. The only fair inference, he thought, 
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where the certificate was not signed by the bank was 
that the latter merely repres sented that it was honestly 
passing on the instrument for payment on behalf of the 
person whose signature it purported to bear. If the 
plaintifis’ contention were correct, then the bank, he 
thought, would be warranting the very things which it 
might have certified, but, in fact, did not, and which 
were certified by someone else. 

In his opinion, the plaintifis’ express invitation to the 
bank to sign the certificate was inconsistent with the 
implied warranty. He could not presume that the 
parties had any other intention than convenience. 

It cannot be denied that his Lordship’s construction 
is right. It is the only reasonable assumption from the 
terms of the warrant and the circumstances in which it 
was issued and collected. It has never been held that 
the presentation of an instrument for payment carried 
with it a warranty. In fact, in Guaranty Trust Company 
v. Hannay ({1918] 2 KB, 631), Pickford L.J. quoted 
Dean Ames of Ha < Maal in Volume IV of the Harvard 
Law Review at page 270, where the latter said: ‘“‘ The 
attitude of a holder of a bill who presents it for payment 
is altogether different from that of a vendor. The holder 
is not a bargainor. By presentment for payment he does 
not assert, expressly or by implication, that the bill is 
his or that it is genuine. He, in effect, says: ‘ Here 
is a bill, which has come to me, calling by its tenor for 
payment by you. I accordingly present it to you for 
payment that I may either get the money, or protest it 
for non-payment.’ It is submitted that this must 
apply also to any instrument drawn for the purpose of 
obtaining pay ment of a sum of money. 

The position of the bank, it is scarcely necessary to 
add, would be quite different where the banker com- 
pleted the certificate—the warranty would then be 
imported. 

Although his Lordship made no reference to indemni- 
fication, it must be assumed that no case lay on this point 

-for much the same reasons would hold here as in regard 
to warranty; there was nothing, either in the instrument 
or in attendant circumstances, to support such a claim. 
So far the issue has been clear. 

It is, however, when we consider the third ground in 
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the claim—that the bank is liable for money had and 
received to its use or paid under mistake of fact—that 
the argument is less clear. The learned Judge seemed 
almost to dismiss the claim without giving any detailed 
reason for doing so. He is reported as having said that 
he thought the money could not be recovered if the view 
he had held of the position and of the implied represen- 
tations of the banker was the true one, but it is not 
easy to see the precise connection here. He went on to 
indicate that the bank had paid its pa or supposed 
principal, and on the authority of 7 lay lor v. Metropolitan 
Railway Company ( [1906] 2 K.B. 55) and Kleinwort v. 
Dunlop Rubber Company ( [1907] 97 rL. T. 263) the money 
could not be recovered back. 

We have difficulty in thinking that either of these 
cases is certain authority for this conclusion. The 
money was here paid under mistake of fact; the bank 
had changed its position to its detriment, but had it 
paid over to its principal as in those cases? If not, is 
it any defence that it was induced by fraud to part with 
the money? The authorities do not offer any very clear 
support one way or other, though in Jones v. Waring 
and Gillow ({1926] A.C. 670) Lord Cave L.C. said: ‘‘ There 
is a great body of authority that where a person to 
whom money has been paid by mistake has been misled 
by the plaintiff’s conduct and on the faith of that conduct 
has acted to his own detrime nt, the payer cannot in law 
insist on repayment.” This is almost the case here. 
Given that there was no warranty on the part of the 
defendant bank, the bank must have acted purely as 
a channel, undertaking to pass on the money if received ; 
ie. if the plaintiffs decided that it could properly be 
paid to the bank. The plaintiffs did so decide and by their 
conduct induced the bank to act to its detriment. It is 
not clear that Lord Cave was considering only the case 
of payment over by an agent to his principal, and Lord 
Sumner in the same case seemed inclined to limit the 
right of refusal to repay to cases of principal and agent. 
He thought that the mere payment of money did not 
amount to a sufficient representation, to a person acting 
as a principal, to operate as an estoppel in favour of that 
person. It is submitted, however, that the fact of 
payment, coupled with the precautionary measures de- 

R 
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manded by the Crown Agents, was enough to set up 
estoppel. Yet it should be mentioned that in Kleinwort 
v. Dunlop Rubber Company (supra) Lord Atkinson 
thought that the authorities seemed “ to establish that 
whatever may in fact be the true position of the 
defendant in an action brought to recover money paid to 
him in mistake of fact, he will be liable to refund it if it 
be established that he dealt as a principal with the 
person who paid it him.” 

It does not appear that “ dealing as a principal ”’ i 
free from doubt. Is the salient feature the intention of 
the receiver of the money paid under mistake, or whether 
in fact he was collecting for his principal or for someone 
he merely thought to be his principal ? 


The Economics of Traders’ 
Payments 


By a Correspondent 


N the March BANKER (p. 229) appeared an article on 
[ trate rs’ Credits, drawing attention to the legal 

problems that may arise in connection with the 
growth of this method of settling accounts between 
traders. The system is more highly developed abroad 
and its growth here should be regarded with more 
than passing interest, not only because there is a legal 
framework in which banking is operated, but for two 
other reasons, one, the problem of cost to the banks, 
and secondly, the effect on the economics of the money 
structure. 

This vexed question of costs is touched upon in the 
essay mentioned. A charge of about twopence per pay- 
ment is usually made, and in the absence of adequate 
costing processes this is merely arbitrary; probably it 
was chosen because it is the exact amount saved on cheque 
stamp duty, but the reason is not public property. 
Investigation of the tasks necessary to the distribution 
of these credits suggested to the writer of the article in 
the March BANKER that it is an under-charge rather 
than an overcharge. I may add, in reference to this 
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article, that the remitting trader usually asks for a 
duplicate schedule to be signed by his banker and uses 
this as a voucher for his auditors in lieu of individual 
receipts. 

If costs are ascertained, and it is found that the 
banks are in fact undercharging for the service they render, 
there should be a concerted move to raise the charges 
to an economic level, for the large companies who usually 
take advantage of the system benefit in other ways 
besides the economy in cheque stamps, receipt stamps 
and postages. To mention two of these, there is the fact 
that cash books are more readily reconcilable with the 
bank statement (and in fact, can be posted in one opera- 
tion with the lists sent to the bank); and again, once 
the lists are prepared, they can be signed at the same 
time as the cheque covering the total amount due to the 
bank, thus saving valuable time so far as Directors and 
other signing officials are concerned. 

The factor that calls for deeper enquiry is of quite 
another kind, and it relates to the use of the cheque as 
an auxiliary form of money. The issue of a cheque is not 
the signal for its immediate payment for this reason: 
the cheque will probably pass through more than one 
set of hands, either by transfer to third } parties, or through 
a banker’s clearing system, or through both private 
parties and bankers. 

I believe that only a very small proportion of cheques 
are transferred by the payees to other persons before 
being cleared, but negotiation in this way cannot be 
ignored for it is entirely absent in the case of a Traders’ 
Payment. 

A personal enquiry made in a country district elicited 
the information that the middle-class customer pays 
largely by cheque—a fact already well-known—but in 
addition where he is regarded with respect he can often 
rely upon the local trader for cash when it is needed 
ina wety after banking hours. I have been permitted 
to see dividend warrants and cheques drawn by schools, 
etc., which local teachers, for example, have cashed, 
possibly because they have no banking account, but 
sometimes because the trader is ready to make the 
exchange, first to oblige his customer, and as a secondary 
motive, to avoid carrying too much cash in the till. In 
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so far as these cheques are negotiated through third 
parties, they are economising the use of legal tender 
currency, though it is not pretended that they form an 
important proportion of the total number of cheques 
in issue. 

All cheques except those that are cashed at once over 
the counter suffer a clearing delay. This may not 
amount to much in some cases; for example, Town or 
Local Clearing cheques may pass through on the day of 
issue. In the case of the London Me ‘tropolitan clearing 
it takes one day, and the country clearing two days, 
before actual debit to the drawer’s account can be made. 
The practice is to credit the customer who is clearing the 
cheque at once, and to debit Head Office in the evening 
letter. 

The consequence of this is that total deposits are 
artificially swelled against ‘“‘ Cheques in course of col- 
lection’”’ account, and lest this be thought of little 
moment, the following facts regarding the total amount 
involved are worthy of attention :—* 


AVERAGE DAILY TOTALS: 


Metropolitan Clearing a .. £64 millions 
Country Clearing .. a .. £114 - 


For the moment, the Provincial Clearings are entirely 
ignored, although they alone account for a daily average 
of £43 millions. 

Weighting the Country clearing figure by the multi- 
plier, 2, it is observed that about £30 millions of de ‘posits 
stand credited to customers’ accounts for cheques in 
course of collection. Let it be supposed, (quite wildly 
of course) that all payments are to be made in future 
by bank-to-bank transfers. The customer is debited 
at once, but the credit slips do not get to the transferee’s 
account until the lapse of one day for Metropolitan 


*For 1930 the totals of the various Clearings were : 


Town £35,039,356,000 
Metropolitan 2,039,620,000 
Country ea wa ma} wa ar 3,537,595,000 
Provincial .. ‘ = I,394,081,000 


(From the Report of the Se retary ‘of the Committee of London 
Clearing Bankers, published in the Journal of the Institute of Bankers, 


February, 1937, p. 81). 
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branches, and two days for Country branches. It is 
assumed that a credit clearing will operate on the lines 
of the present debit clearing, as this has proved its efficacy 
over a great number of years. The transfers will result 
in a fall in total deposits, seeing that the direction of 
movement of the funds is diametrically opposed to the 
movement of the present clearing. Deposits will, there- 
fore, be £30 millions less than if there were no transfe TS 
taking place, and this means, as compared with the 
present system, a gross decline of £60 millions. 

The problem now before us is, therefore, what effect 
will all this have on liquidity ratios, advances, and 
banking proportions generally ? These must obviously 
decline with the falling off in deposits, but there may be 
other repercussions. The prevalence of a system of 
transfers may, or may not, lead to other developments, 
but as these are in the realm of speculation purely and 
ony. they are best set down here in question form : 

A Traders’ Credit pre-supposes the existence of 3 a 
iain account in the name of the transferee. Will 
there be a ste ady opening of new accounts, most of them 
so small as to be wholly unremunerative? Can banking 
be further developed in this way, or have we not already 
iota -d very closely to saturation point ? 

If the system grows until there is a wide-spread 
lines of the facilities granted, will it be linked up 
with the Post Office Savings Bank, and will the Post 
Office be required by public pressure to operate a similar 
transfer department? (Cf. the “ post-giro ’’ systems 
common on the Continent). In this respect it is pertinent 
to notice that the Post Office Savings Bank already 
-“ trtakes payments under standing orders. 

. What steps are the Revenue authorities likely to 
sae when there is an important falling off in income from 
cheque and gs stamps ? 

4. How far would banking organisation be changed 
by the general adoption of such transfers? Would not 
the standardisation of the slips be more easily effected 
than the similar (but now moribund) attempts to do so 
in the case of cheques? Would this not conduce to a 
greater use of mechanical sorting and listing devices ? 

These are just a few of the major considerations. 
Based as they are primarily on a general “ swing-over ”’ 
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from cheques to transfers, they may be thought to be 
theoretical rather than of immediate practical concern. 
Yet there is one advantage in exaggerating the situation 
to the point of caricature, and that is in the prominence 
thus given to certain features of it. Before drifting into 
a position from which retreat is impossible these out- 
standing differences deserve scrutiny. It is hoped that 
this article will encourage a re-consideration of the system 
and provoke others to add to these initial comments. 


100 per cent. Money ”’ 
By A. V. Barber 


O the formidable task of opposing a great authority 

on monetary economics, I am impelled by the 

flattering and stimulating challenge of Professor 

Irving Fisher's letter which appeared in the May number 
of THE BANKER. 

The objection I offer to the system he advocates on 
the lines of his book which bears the above title, is funda- 
mental. Misconception as to whether Professor Irving 
Fisher's “‘ lawful money,” “new money” or “ cash 
reserves" should be gold—wholly, partly or not at all— 
does not affect the case against his plan. The two main 
issues are whether bank depositors would be any safer 
under the ** 100 perce. plan ”’ and whether the monetary 
system would gain through moderating fluctuations in 
the volume of bank deposits, which Professor Irving 
Fisher describes as “‘ perverse elasticity.’ 

‘ Largely by way of complaint against the manutfac- 
ture of cheque-book money by banks,” Professor Irving 
Fisher would require them to exchange sufficient of their 
earning assets for cash to cover deposits liable to with- 
drawal by cheque. 

Of the advantages sought, the foremost is the end of 
great inflations and deflations—even of booms and 
depressions—for Professor Irving Fisher, in whose view 
trade cycles are essentially a monetary phenomenon, 
would offer complete cessation of currency disturbance es. 
Another advantage applicable chiefly to America “ the 
land of bank runs and bank failures” is that failures 
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would be fewer. But his proposed reform is not concerned 
merely with bad banking; it would abolish deposit 
banking as a whole. 

In this country banking development dates from the 
17th century, when wealthy persons converted cash 
resources into claims at sight upon houses of standing, 
repayable by orders and later by cheques. This function 
of deposit banking, similar to that practised among the 
ancients, is described by Thorold Rogers as “a trade in 
substituted currencies.’’ Essentially “‘ deposits’’ are 
claims, and their monetary significance turns upon the 
extent to which these claims are set up and liquidated— 
the periods, longer or shorter, during which they remain 
untransferred—and the nature of the transactions which 
cause their transfer. The banks’ ability to meet claims 
upon them depends on the strength of approved assets 
held in suitable proportions against them. 

Professor Irving Fisher is concerned specially with the 
provision for claims to withdrawal at sight by cheque, 
which form a total of what we in this country describe as 
“current accounts.”’ These should be “ 100 per cent. 
provided for.”” Yet the claims of many “‘ time depositors ’ 
are in reality merely temporary and subject to a right to 
draw at seven days’ notice. The line of demarcation is not 
clear-cut, even in America, though Professor Irving Fisher 
suggests this when he finds it unnecessary to provide for 
their protection by cash reserves and implies that money 
would not also be “‘ created ’’ when lent on the strength 
of them. 

When Professor Irving Fisher holds that the depositor 
(that is, the depositor of | “money at call’’) would be 
better protected under a system of ‘‘ cloak-room ”’ bank- 
ing, his contention at first sight seems incontrovertible, 
if against the deposit the banker would hold a cash 
reserve of 100 per cent instead of approximately 10 per 
cent. as at present, apart from “ items of a cash nature.” 

Before dealing with this point, I set out the published 
figures for December, 1936, taken from the Balance Sheet 
of a typical bank member of the Federal Reserve system, 
subject to the assumption that 50 per cent. of its deposits 
are at call and that the remaining 50 per cent. are “ time 
deposits.’ In this country these proportions are roughly 


55/45: 
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Millions of 


LIABILITIES— Dollars. 
Capital, Surplus, etc. .. aad i a (ae 
Deposits at call ‘5 - ni i .. 58 

short notice ee a i i 56 
126 

ASSETS (at present)— — 
Cash as sis eg bs oF ; of 10 
Cash due + = a i na ae 23 
Securities ; - - ; a ae 
Loans and discounts .. e ‘ os a SE 
Real estate, etc. { 

126 

ASSETS (as revised under Professor Irving Fisher’s plan 

Cash (including “‘ Commission currency ”’) .. - . 
Cash due ie v ne a sf as 23 


Securities (having been acquired by “ Currency 
Commission ”’) ‘ ies ss a 
Loans and discounts (of which I4 per cent. have 
been acquired by “‘ Currency Commission’) .. 43 
Real estate, etc. - es ae ~ iis 2 


v 


126 


It will be seen that if the provision of 100 per cent. 
backing is not to curtail available means of payment, the 
State must vastly increase its issue of legal tender to fill 
the gap. 

Assuming the above figures to be typical this would 
indicate an increase of currency, equivalent to 41 per cent. 
of the present volume of bank deposits. In this country 
such an increase would treble the amount of legal tender 
and more than quadruple the present fiduciary circula- 
tion. 

So great an enlargement of currency volume, infla- 
tionary beyond danger point, might not daunt an ardent 
monetary reformer, but there are further salient objec- 
tions to such a course. The fresh legal tender would be 
required for the purpose of effecting in the most unsuit- 
able and cumbersome manner payments which are now 
discharged so unobtrusively by “ the clearing ’’ that the 
public is scarcely aware of the advantages of transfer 
under the existing banking system. Further a large 
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an 


percentage of banking payments are — transactions 
which bear no relation to commodity prices. The demand 
for the issue of legal tender, although it varies with the 
demand for means of payment, is at present economised 
by substituted means of payment. A community which 
deprived itself of such established advantages would 
revert to primitive usages, such as the physical transfer 
or vast hoarding of coin or paper in unwieldy mu Itiples 
of the average denominations in which legal tender is 
expressed. Since it is not possible to measure capital 
movements, nor the extent to which customers treat 
bank deposits as a form of capital instead of hoarding 
legal tender, nor to distinguish drawings on such accounts 
from payments for goods or services, no reliable system of 
monetary control could possibly be based upon the 
assumption that all bank deposits are money, and that 
therefore they should be converted into “ bearer money,’ 
“visible and tangible.”” Since such money would be 
basically unsound it could be controlled neither with the 
object of an unfluctuating volume nor of attaining con- 
stancy of the price level. 

I have dealt at length with this topic in the February, 
1936, number of THE BANKER (“ The Quality of Bank 
Deposits ”’) and in the April, 1936, number of The Bankers’ 
Magazine (U.S.A.) (““ Monetary Significance of Deposits ’’). 
In the latter article I dealt also with the que stion of what 
Professor Irving Fisher describes as the “ perverse elas- 
ticity ’’ of banking means of payment. Experience in 
this county aflords no confirmation of the contention that 
a shrinkage of demand deposits was a cause of depression 
(rather than that depression led to a reduction of active 
demand deposits), nor that the circulating medium was 
destroyed by the liquidation of loans. 

A sound monetary system provides that more active 
bank money is available when trade becomes active. 
When trade is slack and prices decline, the demand for the 
passive type of deposit increases as an alternative to 
currency hoarding. 

It is the business of banking to serve legitimate 
requirements under varying conditions produced by forces 
beyond its control, and of monetary authority to provide 
sound and reliable currency which lays foundation for 
the demands for credit natural in a progressive community. 
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Appointments and Ketirements 


Bank of British West Africa 
Sir R. Roy Wilson has been elected Vice-Chairman of 
the Bank of British West Africa, Ltd. 


British Bankers’ Association 

At the Annual General Meeting of the British Bankers’ 
Association Lord Wardington, Chairman of Lloyds Bank 
Limited, was re-elected President of the Association for 
the coming year. Mr. Colin F. Campbell, Chairman of 
the National Provincial Bank Limited, was re-elected a 
Vice-President, and Mr. D. F. Reid (Bank of New 
Zealand) and Mr. A. W. M. Beveridge (Treasurer of the 
Bank of Scotland) were elected Vice-Presidents. 


Clydesdale Bank 

Sir Harold Edgar Yarrow, Bart., C.B.E., has been 
elected Chairman of the Board of Directors of the Clydes- 
dale Bank, Limited, in succession to the late Mr. Henry 
Allan. 


Commercial Bank of Scotland 

The Directors of the Commercial Bank of Scotland 
have nominated Mr. Gilbert Archer (Chairman and 
Managing Director of John & James Tod & Sons, Leith) 
to fill the vacancy on the Board caused by the death of 
Dr. Thomas Goodall Nasmyth in January last. 


Lloyds Bank 

The Directors of Lloyds Bank Limited announce that 
the Rt. Hon. Viscount Ridley has been appointed a 
member of the Newcastle-upon-Tyne local committee. 

Mr. J. J. Reid has retired from the position of Manager 
of Lloyds Bank Limited, Evesham. Mr. Reid was born 
in 1877 and educated at Fochabers, Morayshire. His 
first appointment was with the North of Scotland Bank 
in 1894, at Buckie. In 1898 he was transferred to 
Aberdeen. In 1899 he joined the service of the Capital 
& Counties Bank at High Wycombe, and was transferred 
to the Stroud branch the following year, and to Nails- 
worth in 1903. He went to Evesham in 1907, and after 
the amalgamation of the Capital & Counties Bank with 
Lloyds Bank he was appointed Manager of the Capital 
& Counties branch of Lloyds Bank in 1918, and sole 
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Manager of the two Lloyds branches in 1929. He was a 
Fellow of the Institute of Bankers and a Prizeman 
in the Associates examination of the Institute in 1897. 
Mr. Reid is Treasurer of various local councils. 

Mr. S. E. P. Weatherhead has retired from the position 
of Manager of Lloyds Bank Limited, Romsey, after 48 
years of banking service. He was born in 1872, and 
educated at Hall’s Grammar School, Snettisham, Norfolk. 
He joined the service of the Capital & Counties Bank in 
1889 at Fareham, Hants, going to Newport, Isle of Wight, 
in 1901, and Totland Bay, Freshwater, in 1904, and 
being appointed Manager of the Romsey branch in 1912, 
which position he retained on the amalgamation of the 
Capital & Counties Bank with Lloyds Bank. Mr. 
Weatherhead takes a very active part in the public life 
of Romsey, as Treasurer of various councils, and during 
Coronation week received a Coronation Silver Medal for 
his public service. 


Martins Bank 


The Directors of Martins Bank Limited announce 
with regret the resignation, for reasons of health, of 
Mr. W. Peart Robinson, J.P., who has been a Director 
of the Bank for over 31 years. They also announce the 
election of the Hon. David Bowes-Lyon to the General 
Board of the Bank and to the London Board. 


Midland Bank 


Sir Harold Edgar Yarrow, Bart., C.B.E., has been 
elected to a seat on the Board of the Midland Bank. 


Queensland National Bank 


Mr. Marmaduke Granville Haymen has retired from 
the position of General Manager of the Queensland 
National Bank. Mr. Douglas Stuart Forbes, hitherto 
Chief Inspector, succeeds him as General Manager. 


Williams Deacon’s Bank 


Williams Deacon’s Bank announce that Mr. J. M. 
Thomson, Assistant General Manager, has been appointed 
Deputy General Manager, and Mr. J. K. Rigby, super- 
intendent of branches, Assistant General Manager. Mr. 
J. T. Pollard succeeds Mr. Rigby as superintendent of 
branches. 








218 THE BANKER 


Obituary 
Mr. Howard Rundell Guinness 


We regret to record the death of Mr. Howard Rundell 
Guinness, who died at West Clandon after a short illness, 
at the age of 74. Mr. Guinness joined the family banking 
firm of Guinness, Mahon & Co. at the age of 16, after 
passing through Trinity College, Dublin. He became 
senior partner in 1916, and came to live in England in 
1923, When the firm’s headquarters were moved to 
London. He lived to see his firm complete its centenary 
last year, and continued to attend actively to business 
until his death. He will be greatly missed by his friends 
at We st Clandon, where he took a leading part in the 
village life, as well as by his many friends in the City, 
which his invariable courtesy and charm of manner 


drew to him. 


Italian Banking Changes 
By a Correspondent 

HE og year has been a memorable one for the 
Italian banks. In the first place the conquest of 
Abyssinia and the policy of raw-material self- 
sufficiency during and after the war have made demands 

of exceptional severity upon the Italian credit system 
Secondly the great banking reform of March, 1936, put 
the crowning touch on the reorganisation of the Italian 
banking system. The reform represented the final step 
in a chain of developments which began in 1926 and which 
were characterised by the growing importance of the 
state within the corporative system. But the reform 
was undoubtedly influenced by the Government’s need 
to obtain supreme control in the sphere of credit and the 
consequent necessity to mobilise all the available financial 
resources of the country. Finally the Italian banks 
have for the first time since the crisis experienced a 
revival of business activity. But although most financial 
institutions have been able to strengthe n their internal 
position, the experience of the year has also shown that 
certain old weaknesses in the banking system have not 
been removed, while serious new ones are being created. 
The outlook for Italian banking, therefore, continues to 

be one of uncertainty. 
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To begin with, little progress has been made in 
reducing the surplus capacity of the banking system. 
The capacity and number of Italian banks and their 
branches has for some time been greatly redundant to 
the requirements of the money and capital market. 
Various efforts have been made to reduce this costly 
inflation of the banking apparatus, and under the Reform 
Act of March, 1936, the Banking Inspectorate has been 
given far-reaching powers to take action wherever 
required. However, the Inspectorate has been very 
reluctant to make use of its powers. Its policy has been 
to preserve the status quo rather than to bring about a 
drastic reduction in the number of bank branches. and 
as a result their number last year was reduced by only 
244. The more important of these reductions, more- 
over, were effected by the banks themselves, largely in 
the process of mergers and on the basis of friendly agree- 
ments between the banks concerned. Thus the banking 
departments of the Credito Fondiario Sardo with its 
twelve branches has been taken over by the Banca 
Commerciale, Banco di Roma, Credito Italiano, Banco 
di Napoli and Banca Nazionale del Lavoro. The Banca 
Cattolica del Veneto has merged with the Banca Depositi 
e Prestiti di Feltre, while the Banca Nazionale del Lavoro 
and the Banco di Napoli respectively have swallowed 
the Banca dell’Agricoltura di Cosenza and the Banca 
Agricole Comme rciale de Mezzogiorno. A similar trend 
towards the simplification of the banking apparatus has 
been witnessed among Italian banks operating abroad. 
The Banca Commerciale, for instance, has closed all its 
smaller branches in the interior of Egypt, leaving only 
branches in Cairo, Alexandria and Port Said. Direct 
intervention by the Inspectorate has been responsible 
for the Bank of Sicily Trust, the New York subsidiary 
of the Banco di Sicilia, having been taken over by the 
Banco di Napoli Trust, the New York subsidiary of the 
Banco di Napoli. On the whole, however, the banks 
themselves, even where individual branches are operating 
at a loss have shown little inclination to close down such 
branches. Apart from reasons of prestige which render 
it desirable that each of the big banks should be repre- 
sented in all the major population centres, the banks are 
unwilling to close any large numbers of their branches 
while they are expecting a major move by the Inspec- 
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torate. It is known that the authorities, following a 
recent statistical investigation, are contemplating a clean 
sweep of all redundant branches. Each bank apparently 
is now hoping that by maintaining as large an organisa- 
tion as possible the ultimate and relative effect of the 
Inspectorate’s decisions would be less severe. The 
repercussions of this over-organisation are plainly visible 
in the rising expenses of the banks (an exception is the 
Banca Commerciale). Other factors, of course, such as 
the increase in salaries last autumn have been contributing 
towards the unfavourable trend of expenditure. 

If, despite the rising costs of operation, the banks have 
shown increased profits last year, this is due to the quite 
remarkable increase in turnover experienced by them. 
Rearmament, colonial war requirements, the deve lopment 
of substitute industries and the progress of world economic 
recovery have brought a great increase in business to the 
Italian banks. The increase in turnover varies a good 
deal (from 25 to 40 per cent.) and deposits with all the 
banks and savings banks have risen by Io per cent. 
during the year. To some extent, of course, the increase 
in bank deposits is a result of the Italian foreign exchange 
shortage. Very considerable sums of money have been 
released through the depletion of stocks of raw materials 
and manufactures which are prevented from _ being 
replenished by the devisen dilemma. As a matter of 
fact this liquidity of funds has greatly assisted the 
l‘ascist Government in finding the vast sums of money 
required to meet its extraordinary expenditure and the 
deficit in the ordinary budget. It has proved particularly 
beneficial to the Treasury in that a very much larger 
proportion of the 5 per cent. levy on real estate has been 
paid in cash than had been anticipated. 

While the smaller credit institutions which in recent 
years have regularly paid a dividend have maintained 
their distribution, the three leading commercial banks, 
the Banca Commerciale, Credito Italiano and Banco di 
koma have once more passed their dividend. The 
profits of the first two banks in particular have shown 
a substantial increase. The Banca Commerciale shows 
an increase in profits from g million lire to 18 millions; 
the Credito Italiano from 16 millions to 28 millions, and 
the Banco di Roma from 8 million lire to to millions. 
Inclusive of the carry-forwards from previous years the 
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entire profits have been transferred to various reserve 
funds. 
Savings and current account deposits 
: (in mill. Lire) 
1934 1935 1936 
Postal savings banks 20,427 19,964 —— 
Savings banks” - 19,573 18,597 7 794. 
Public banks .. 4,289 1,026 6 332 
Joint stock banks 4,091 3,673 1,458 
Co-operative banks re 1,799 1.864 2,005 
Regional banks . . ys 1,586 1,592 1,794 


Total .. ea we 51,765 49,710 54,875 


* 1936 inclusive of the Monte dei Paschi di Siena. 

The table shows some significant divergencies in the 
accumulation of capital with the various types of credit 
institutions. Most significant of all is the more than 
50 per cent. rise in the deposits of the public banks, and 
even if allowance is made for the 1,500 million lire 
deposits of the Monte dei Paschi di Siena, the increase 
in deposits of the public banks is still above average 
of all banks. The Banca Nazionale dei Lavoro has 
been leading the rise in deposits with a 60 per cent. 
increase from 1,029 million Lire to 1 ,640 millions. The 
sudden growth of the public banks in Italy is an in- 
teresting parallel to the banking development in National 
Socialist Germany. There, too, and on an even greater 
scale than in Italy, the public banks have been playing 
a more and more important role in recent years, until 
they have become a definite threat to the private banks. 

In Italy the danger to private banking, however, 
does not at present lie so much with the growth of the 
public banks as with the “ division of labour ’”’ which 
has been introduced as a governing principle into Italian 
banking. Already the experience of the past year has 
shown that the “ division of labour ” or “‘ specialisation ” 
among the Italian banks is a source of serious inequities. 
And the longer this practice will last the more pronounced 
the inequities are likely to become. The relative im- 
portance of particular fields of specialisation is bound 
to change continuously. Under a system of free com- 
petition between the various financial institutions the 
banks can adapt themselves to the changing conditions 
in their special sphere of interest. They have to expand 

a particular section of their business if that business 








222 THE BANKER 


is expanding and they will contract particular activities 
if these are declining in importance or are no longer 
sufficiently lucrative. A bank, however, which is tied 
to one narrow field of activity is more or less at the 
mercy of outside currents over which it has no control. 
These currents may be favourable or unfavourable. 
In Italy those relatively few banks which are specially 
privileged to carry out foreign exchange transactions 
are greatly benefiting by it, at the expense of others, 
as there is a natural tendency on the part of the business 
man who carries out regular foreign exchange trans- 
actions to transfer all his banking business to the bank 
which is so privileged. Equally the virtual granting of a 
monopoly to several banks for the establishment of 
branches in the new Italian colonial Empire is in effect 
nothing less than a discrimination against those banks 
which are not allowed to have their share in this promising 
and expanding field. As it is, only the Banca d'Italia, 
the Banco di Roma (which has so far established nine 
branches), the Banca Nazionale del Lavoro (3 branches) 
and the Banco di Napoli (3 branches) have been given 
access to Italian East Africa. Other such enforced 
divisions of labour concern the granting of credit to 
agriculture, the fishing industry and the substitute 
industries. 

As a result of the unsatisfactory experience made 
with these “ specialisations,” the Central Association of 
Credit and Insurance Institutions has recently lodged a 
protest with the Fascist Government asking that an end 
should be made with the monopolistic granting of special 
tasks to individual banks. Moreover, the Credit Cor- 
poration during its session in February expressed itself 
in favour of ‘specialisation, but only specialisation 
which is the fruit of free and competent competition 
between the banks.” Whether or not the Italian 
authorities will concede to the demands of the Italian 
banks is yet unknown. So far, at any rate, they have 
showed no signs of admitting their error. 

Another difficult problem * which is occupying the minds 
of Italian bankers and industrialists has been created 
by the Banking Reform of March last year. Then the 
three leading commercial banks, the Banca Commerciale, 
Credito Italiano and Banco di Roma, were converted 
from industrial banks into pure deposit banks. At the 





a: £- A) | LZL 








ITALIAN BANKING CHANGES 223 


same time the I.M.I. (Istituto Mobiliare Italiano) which 
had been specially established for the granting of medium 
and long term credits to industry, was brought into the 
close st assoc iation with the Banca d'Italia, whose depart- 
ment, ‘‘ Consorzio per Sovvenzioni su Valori Industriali,”’ 
was incorporated in the I.M.I. 

The experience made with this reorganisation has 
been anything but happy. It is true that the activities 
of the I.M.I. have greatly oat Between September, 
1936, and February, 1937, it has granted credits to the 
extent of 220 million lire as compared with 37 million 
lire during the corresponding period in 1935-36. But 
the medium-term credits granted by the I.M.I. to Italian 
industry have fallen much short of its actual requirements. 
Prior to the revision of the status of the commercial 
banks these banks made a practice of taking up new issues 
of industrial companies, which pre little chance of 
appealing successfully to the private investor. The 
shares could usually be placed with the public as the new 
industrial undertaking was earning the confidence of the 
investor. This important source of medium-term credit 
no longer exists. The I.M.I., moreover, is hampered in 
its supply of medium-term credit by the fact that its 
resources, which it obtains through the issue of obligations, 
have to serve for both long- and short-term purposes. 
Finally, the I.M.!. has no local branches and it is conse- 
quently far less able to administer to the needs of local 
industries than used to be the case with the big banks 

The Credit Corporation and the Central Association 
of Credit and Insurance Institutions have called the 
attention of the Italian Government to the difficult state 
of affairs that has been created. They propose that the 
banks should be authorised to include in their portfolio 
marketable industrial obligations. Again the Govern- 
ment has not yet made known its views on the proposed 
change. But it is clear that the Banking Reform of 
March, 1936, which was regarded as a final measure, 
will have to be amended very substantially if greater 
harm to the Italian credit system is to be avoided. 
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The Banking System in the U.S.S.R. 
By Louis Segal, M.A., Ph.D. (Econ)., Dr. Phil. 


Tm establishment of the State Bank in 1921 
marked the beginning of the restoration of the 
banking and credit system in the Soviet Union. 
During 1922 and 1923 a number of joint-stock banks were 
established in Moscow, Leningrad and other centres. 
Practically all these banks were subsequently amalg: 
mated with the State Bank, and at the present time the 
credit system of the U.S.S.R. is operated by the following 
_ 

The State Bank of the U.S.S.R. and its branches. 

The Long-Term Bank for Industry and Electri- 
ication | Prombank). 

The Bank for Foreign Trade (Vneshtorgbank). 

rf The All-Union Trading Bank (Torgbank, formerly 
the Co-operative Bank). 

The All-Union Agricultural Bank (Selkhozbank). 
The Central Municipal and Housing Bank (Tsekom- 
bank). 

The Soviet banking system has undergone a consider- 
able number of changes since its establishment, and it 
was entirely reorganised in 1930, when the credit reform 
was introduced. By this reform all the existing short- 
term credit banks have been either abolished or converted 
into long-term credit institutions, while all the short- 
term financing has been concentrated exclusively in the 
State Bank. The system of long-term financing was 
also reorganised and, in accordance with a decree of 
May 5, 1932, it was concentrated in the banks other than 
the State Bank as enumerated above. 

The credit reform which was introduced in January, 
1930, was one of the most important financial innovations 
in the Soviet Union. The main principle underlying it 
was the substitution of bank credit for goods credit. The 
change aimed at diminishing the need for the use of 
money by prescribing for State and co-operative economic 
organisations a system of payment among themselves 
based upon cheques and credit transfers, rather than 
upon actual currency payments. 

Under the new system the State Bank became a sort 
of central clearing house for financial operations between 





BANKING SYSTEM IN U.S SR. 225 


industrial and commercial organisations. State and 
co-operative economic organisations were also prohibited 
from supplying goods or rendering services to each other 
on a credit basis. The State Bank now provides credits 
not to the vendor of goods, as was the case under the 
system of discounting bills, but to the buyers of goods 
and the receivers of services in accordance with the 
credit plan. 

The State Bank, which is the only short-term credit 
institution in the country, supplies credit to various 
organisations only for definite objects, and on conditions 
of refund at stated dates. By this means it is assured 
that the Bank’s resources are utilised for purposes specified 
by the various State plans. 

Credits are granted solely by the State Bank for 
building up stocks of raw materials, for fuel, productive 
and auxiliary materials, stocks of finished goods, their 
financing during transport and so on, as well as for the 
different needs during the process of production. The 
necessity for repaying credits, the right of action against 
defaulting creditors, and the new system of floating 
capital, all induce the various institutions to limit their 
bank credits by increasing their resources and mobilising 
their own funds. The short-term credits may not be used 
to cover deficits or floating funds. Before the State Bank 
grants credits, balance-sheets and reports have to be 
submitted by the organisations seeking such credits. 

The State Bank is now the central credit institution 
of the Soviet Union, and has a wide power of control over 
the other banks. Its resources, which are used for 
financing the industrial and trading organisations, are 
derived mainly from the following sources :— 

1. From the Bank’s own capital, reserves and accumu- 
lated profits. 

2. From the Soviet Government’s deposits with the 
Bank. 

3. From the emission of banknotes. 

}. From the deposits of industrial and trading enter- 
prises and private persons. 

The Bank’s own resources (capital, reserves and 
undivided profits) amounted to 702-3 million roubles on 
July 1, 1932. It is not the practice of the State Bank to 
issue balance sheets at regular intervals. 

The Bank was granted the right to issue banknotes 

32 
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(chervontzy) on November I1, 1924. By means of the 
issue of chervontzy banknotes the currency system of the 
Soviet Union has been fundamentally reorg ranised. The 
issue of banknotes has steadily increased since January I, 
1925, when 596 million roubles of banknotes were trans- 
ferred to the head office. By April I, 1936, it had reached 
5,934 million roubles. The firm cover of the issues has 
been maintained practically during the whole period at 
a higher level than the 25 per cent. of the value of the 
issue fixed by law. 

As an issue bank, its main functions are to maintain 
the stability of the chervonetz and to provide the Russian 
importers with such foreign currency as they require. It 
became necessary, therefore, for the Bank to accumulate 
a reserve of bullion and currency, because the issue had 
to be covered by not less than a quarter of its value in 
bullion and stable foreign currency. The remaining three- 
quarters was covered by short-term bills and easily 
realisable goods or documents. 

As a result of the general economic expansion in the 
country the Bank has had to provide larger credits to the 
various industrial and business undertakings, while at the 
same time it has been receiving a greater influx of 
resources. The increased financing of national economy 
by the State Bank can be seen from the following figures : 
while the total outstanding advances on October 1, 1929, 
was 3,903 million roubles, on January I, 1932, they were 
9,938 million roubles. Its total currency turnover in 
1935 amounted to 162,000 million roubles (an increase of 
37 per cent. over 1934) and it scconmted for about 80 
per cent. of the total for the whole country. 

In spite of the huge increase in the credit operations 
of the State Bank in the last few years there has taken 
place a considerable strengthening of Soviet currency. 
This is evident from the reduction of the volume of 
currency in circulation and from the decline in pow yponnid 
prices which has taken place between 1933 and 1937 
The total volume of currency was we sg " from 8,413 
million roubles on January I, 1933, to 7,734 million 
roubles on January I, 1935. It has remained at approx- 
imately the same level since that time. 

The long-term credit banks of which, as we have seen, 
there are five, supply credits for definite objects only. 
These banks aim at establishing strict principles of 
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accountancy in the new enterprises over which the banks 
exercise a certain financial supervision. The credit 
institutions of the Soviet Union, particularly the long- 
term credit banks, are of minor importance as far as the 
independent accumulation of national resources is con- 
cerned, but they fulfil an important function in super- 
vising capital expenditure in connection with the Five- 
Year Plans. 

The task of the Long-Term Credits Bank for Industry 
and Electrification is to accumulate the surpluses avail- 
able at the various industrial enterprises and to redistri- 
bute them as industrial investments. The Bank enjoys a 
number of privileges which enables it to carry out its 
work successfully : one is the right to deduct Io per cent. 
of the net profits of State trusts and syndicates. It is also 
the duty of trusts and syndicates to keep in the Bank in 
the form of long-term deposits, half of the annual allo- 
cations to their extension funds and a considerable part 
of their free amortisation funds. This has enabled the 
Bank to develop into an important redistributing agency 
of the resources available for industry. 

The Bank’s resources thus consist, in addition to its 
own share capital and accumulated profits, of the internal 
accumulations of the industries themselves, such allo- 
cations from their profits, amortisation funds and non- 
utilised working capital. Other important sources of 
capital are the budget allocations for industrialisation 
purposes. 

The work of the Bank has proved so satisfactory that 
it has been decided to organise long-term credit ‘banks 
also for other branches of national economy, such as 
agriculture, trade, and so on. This specialisation of banks 
is all the more necessary in the U.S.S.R. now that a large 
number of enterprises have been completed and have 
started their productive activities. As more and more 
units are put into operation the financing of new con- 
struction is carried out on a still larger scale by using the 
stipulated percentage of the profits of finished enterprises. 

The Central Municipal and Housing Bank finances 
capital investment in housing and municipal constructions 
including educational institutions, housing, and so on. 

The Bank for Foreign Trade was known before 1924 
as the Russian Commercial Bank. In March of that year 
it was reorganised as a bank for financing the foreign 
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trade of the Soviet Union. Its original share capital was 
ten million roubles, but by 1929 this exceeded 54 million 
roubles, and since that time it has been further expanded. 

Most of the credit operations of the Bank for Foreign 
Trade consist of the provision of long-term credits for 
the promotion of exports from the U.S.S.R. With the 
erowth of foreign banking transactions the Bank has taken 
an active part in promoting Soviet credit establishments 
abroad. The Bank is among the principal shareholders 
of the Moscow-Narodny Bank, Limited, in London, and 
of the other Soviet banks established abroad for the 
promotion of trade with foreign countries. 

The All-Union Trading Bank (formerly the Co- 
operative Bank) grants long-term loans for replenishing 
the working capital of State and co-operative trading 
organisations, as well as for capital construction. 

The Central Agricultural Bank is responsible for 
financing State farms and machine-tractor stations. It 
also grants long-term loans for the development of 
collective farms, to members of collectives and to indi- 
vidual peasant holdings. 

With the exception of the Municipal Bank none of 
these institutions carries out cash transactions, which are 
the function of the State Bank and its branches. Apart 
from distributing the funds assigned for the respective 
branches of economy for which they are responsible, these 
Banks exercise considerable control over the cost of 
construction, issuing credits only if the prices estimated 
are in accordance with prices fixed in construction 
programmes. 


American Banking 


By a Correspondent 

F the factors which produced the sharp decline in 

the American stock and commodity markets 
during April, the most important was probably 

the obvious circumstance of the long sustained preceding 
rise. This had rendered the position vulnerable to the 
liquidation in commodities that began abroad. As the 
decline proceeded, however, additional factors relating 
more specifically to the American position were uncovered. 
The first of these was a deterioration of confidence 
resulting from an accumulation of uncertainties over the 
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course of the Government. Business men and bankers 
have been seriously disturbed by the President’s proposals 
to enlarge the Supreme Court and the controversy which 
has arisen over the plan. Increasing anxiety has been 
shown over the continued unbalanced position of the 
budget and the disclosures that no progress is being made 
in correcting this situation. Finally, the protracted 
series of labour disputes has added to the uncertainties 
of the business outlook. 

In addition the markets had to contend with a frank 
avowal on the part of the administration that it was 
opposed to the continued rise in prices and with indications 
that by way of checking this rise there was to be a revival 
of government activities to restrain monopolistic practices 

Against this background rumours and discussions of 
a probable reduction in the price which the United States 
Treasury pays for gold received attention that might 
otherwise not have been accorded to so unlikely a proposi- 
tion. The basis of the gold price rumours is to be found 
in the dilemma which faces the United States Treasury 
as a consequence of the heavy continued imports of gold 
to this country and the programme of sterilizing these 
imports which was adopted last December. Under the 
gold sterilization programme the Treasury borrows money 
in the open market to pay for all imported and newly- 
mined gold which it purchases. Inasmuch as the entire 
new gold production of the world is at present finding its 
way to the United States, the programme has necessitated 
very substantial increases in the Government’s already 
large debt. By the beginning of May the inactive gold 
fund had risen to more than $600 millions, and it was 
apparent that if the policy is continued the Treasury will 
have to increase its debt po the extent of at least twice 
that figure to pay for the year’s receipts of gold. 

The fall of the Gesaeaman bond market in March 
and the consequent increase in the cost of Treasury 
financing has rendered this programme of extensive 
borrowing for the unproductive purpose of purchasing 
gold particularly awkward. To add to the embarrass- 
ment of the situation it had become apparent in April 
that gold was virtually being dumped upon the United 
States by foreign governments, notably Russia and 
Japan, and that the United States Treasury, in effect, 
found itself in the position of having to borrow money 
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to pay for the gold imports whereby foreign nations were 
obtaining a lien upon American goods and services, at a 
time when it was also desirous of preventing too sharp a 
rise in the costs of those goods and services. 

That President Roosevelt and his economic advisors 
have given serious consideration to an attempt to check 
the flow of gold to this country, or failing that, to devise 
means whereby the costs of sterilizing this gold and 
preventing it from adding to existing bank reserves might 
he shifted from the Treasury to some other quarter, is a 
safe assumption. Among the steps which have been 
considered were proposals to place an import tax upon 
gold, to establish a free gold market and to issue gold 
coin for general circulation. It appears, however, that 
none of these suggestions has found favour at the moment. 
It seems clear that the Treasury cannot pursue its present 
course indefinitely, but on the basis of official assurances 
it does not appear likely that any change will be made at 
least until late in the year. 

The suggestion of an outright reduction in the price 
at which the Treasury buys gold, which obtained greatest 
currency in the rumours that circulated here and abroad 
during April, was probably the least likely course that 
suggested itself to the administration. Such a step would 
be perfectly feasible under existing legislation and without 
new action by the Congress, but it would be politically 
hazardous and might lead to developments affecting 
prices and international currency relationships far worse 
than the condition which it is sought to mend. 

According to one view held in informed quarters a 
reduction in the price of gold may be necessary some 
time in the future, but that time is still a long way off. 
The conditions under which such a move might become 
advisable would be fulfilled, possibly, when Great Britain, 
having passed the peak of her own boom, might be 
desirous of seeing a reduction in the dollar value of sterling 
and when, recovery in the United States, having pro- 
gressed considerably further toward boom conditions, it 
might be considered necessary to apply the sharp brake 
of dollar revaluation. 

In the face of the set-back in the prices of securities 
and staple commodities the level of general business 
activity has continued extraordinarily high. While there 
is a good deal of casual talk about the likelihood of a 
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recession later in the year, opinions as to the general 
trend continue for the most part optimistic. To the 
extent that the decline in the markets has put a damper 
on boom psychology it has been welcomed in business 
and financial circles. 

The final increase in the reserve requirements of 
member banks of the Federal Reserve System, which 
had been ordered at the end of January, took effect on 
May 1. Contrary to earlier apprehensions the change 
was accomplished without any disturbance in the money 
market. This was largely due, however, to the effects 
of the Federal Reserve System’s resumption of open 
market purchases of Government securities during the 
month of April. The System added more than $96 
millions of “‘ governments ”’ to its holdings in the month 
and this,together with a reduction of about $200 millions in 
the Treasury’s balances, provided the banks with sufficient 
additional reserves to meet the increase without difficulty. 

Excess reserves, which had amounted on April 28 
to about $1,640 millions, were reduced on May 1 to 
about $850 millions, of which around $100 millions were 
held by the banks in New York City. The new schedule 
of reserve ratios is exactly double that which obtained 
between June 21, 1917 and August 15, 1936 when the 
first of the recent increases in reserve requirements took 
effect. It is approximately equal to, or if anything, 
slightly higher than the reserve requirements for national 
banks which existed prior to the formation of the Federal 
Reserve System in 1914. The present schedule provides 
for a reserve of 6 per cent. against time deposits for all 
banks, and reserves against demand deposits of 26 per 
cent. in the case of banks in New York City and Chicago, 
20 per cent. in the case of banks in other large cities and 
14 per cent. in the case of country banks. 

In preparation for the increased reserve requirements 
the banks have continued to liquidate a part of their 
holdings of Government securities although at a much 
more moderate pace than was the case during March. 
At the same time the seasonal expansion of business 
loans appears to have halted and there has been a further 
decline in the total outstanding credit of the banks. 
Changes in the position of the reporting member banks of 
the Federal Reserve System in Io1 leading cities in the 
country during March are shown in the table on page 232. 
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(In millions of dollars.) 
Increase or decrease 
since 

April 28, March 31, April 20, 

1937 1937 1936 

Demand deposits adjusted .. . ea 388 - 262 I,130 
Deposits of foreign banks .. si 507 54 154 

Total loans and investments - 2 407 
Loans on securities us ‘ 

Other loans .. a es : 8 I, 15 

U.S. Government’s. direct and 

indirect = a4 i 2 54! E 538 
Other securities a a a 3, : 140 
Reserves fed 54 - 2° T,009 
As will be seen, the reporting banks’ holdings of 
Government securities are now more than $500 millions 
below the level of a year ago. So-called other loans, 
which include advances to business, on the other hand, 
have increased by more than a billion dollars over a 

year ago while security loans are virtually unchanged. 
Comps red with the end of last year there has been a 
considerable change in the banking position. The total 
outstanding credit of these banks shows a shrinkage of 
$729 millions since December 30. Holdings of direct 
and indirect obligations of the Government have decreased 
by $934 millions in that period while other loans have 
advanced $228 millions and loans on securities have 
increased by the negligible margin of $11 millions. The 
demand deposits adjusted of the banks have declined 
by $183 millions since the end of the year but their 


J 
reserves have increased by $262 millions. 


French Banking 
By M. Mitzakis 

N May, as in March and April, the French financial 
I authorities did not succeed in lowering the Bank rate, 

and there was no improvement in the money mz irket. 
The depreciation of rentes prevented the proper absorp- 
tion of the new Defence Loan with guaranteed exchange 
which remained at a discount of 4 to 5 points. Allowing 
for this and for the fact that social conditions are far 
from having improved sufficiently to encourage repatria- 
tion, it is easy to see why money conditions in Paris 
remain tight, as is shown by the following table : 
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End of End of End of 
February, March, April, 
1Q37 1937 1937 
Banque de France rediscount 4% Py A 4% 
rate es 
Market rate of discount fs 4} ‘ 4} 
Day-to-day money ee 32 33 37 
Loans on Bons de la Défense 
Nationale :— 
Market rate for one month 474 4h 
Market rate for 3 months 4} 
Rates on loans on securities : 
On the Parquet... +s j 54 44 
On the Coulisse .. oe 4 9} 
We may add that Bons de la Défense Nationale were 
discounted at the rate of 343 per cent. for periods between 
one and three months and at 34% per cent. for periods 
up to six months. Pensions on railway bills for one month 
carried rates of 4% to 5 per cent. These are rates which 
in the normal course would attract funds in search of 
investment, if only capitalists had confidence in the 
political perspective. The market was also worried 
ibout the rise in sterling and dollars towards the 
maximum rate on the basis of the legal limit of the franc, 
which is Frs. 22-963 per dollar on the basis of the gold 
price of $35 per ounce of gold. The range of fluctuations 
of sterling and dollars is indicated by the following 
table : 
Sterling—franc rate Dollar—franc rate 
Highest Lowest Highest Lowest 
January .. .. 10515 105*09 21°46} 21°39 
February .. 105°13} 10501 21°51} 21°44 
March .. .. 107702} 105-12} -g2h 21°40% 
April a .. FEI*425 106+ 33 *546 21-677 
Apart altogether from the uncertainty about the pro- 
spects of the budget and public debt, the depreciation of 
the franc was accentuated technic ally by the persistent 
rumours of a reduction of the American gold price. 
The problem of Russian gold was the subject of discussion 
at the annual meeting of the Bank for International 
Settlements, where the representatives of the Bank of 
France had occasion to exchange views with other 
Central Bankers. The alleged plethora of gold has 
alarmed to some extent the Central Bankers connected 
directly or indirectly with the Tripartite Agreement. 
The Bank of France return was hardly affected by 
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the international and national monetary developments 
and shows no material changes compared with the 
figures of the previous month. 
End of End of End of 
Feb., Mar., April, 
1937 -1937_-—S 1937 
BANQUE DE FRANCE 
ASSETS. (in millions of francs) 
Gold Reserve ' si  & 57.358 57,358 
Foreign Exchange reserve (total) I 1,180 1,096 


Sight é% is iid a 2a ‘ 15 13 

Time - a wr i : 1,165 1,083 
Discounts (tot al) .. - si .. 10,167 9,584 8,784 
Advances on bullion - aia - 1,098 1,098 
Advances on securities .. ia ng } 3,697 3,917 
Advances up to 30 days .. 6 ‘3 224 965 
Bonds of the Caisse Autonome .. ie oe 5,640 5,042 
Provisional advances to the State— 

(a) Regularisation of previous advances 72 12,265 12,197 

(b) New advances oi ss i. 7,8 7,800 


LIABILITIES. 
Note circulation we 2» 87,002 59745 87,063 
Current and deposit accounts (tot: il) .. 17,701 38 17,769 
Of which— 
Treasury .. in as ai nia 461 322 
Caisse Autonome. . se re .. 41,854 2,322 
Private accounts - - -. 15,278 
Sundry... i ‘a ti 107 
Total of sight liz bilities a x .. 104,763 104,127 
Percentage of gold cover .. aa -+ 54°75% 55°09% 54°71% 

On the assets side, discounts declined somewhat, but 
advances on securities and 30-days’ advances increased 
fairly substantially. On the liabilities side the note 
circulation was affected by the loan transaction. 

The outstanding financial event of the month was the 
statement made by the Finance Minister before the 
Finance Committee of the Chamber. There was pre- 
viously a strong feeling of pessimism which had adversely 
affected economic conditions and even threatened the 
position of the Government, whose fall or reorganisation 
was regarded as imminent. These anticipations failed 
to materialise, however, since Parliament allowed itself 
to be convinced that the Budgetary situation, without 
being satisfactory, was far from disastrous and had been 
foreseen. In any case, the formation of a new Cabinet 
did not appear to be very desirable, and Parliament 
accepted M. Vincent Auriol’s explanation with resignation. 
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The Finance Minister considered himself justified in 
declaring that the total of the expenses of over Frs. 
10 milliards since January 1 had been covered in 
accordance with the authorisations, and that the Ad- 
vances account of the Government with the Bank of 
France had still an unused reserve of Frs. 2,200 millions 
and had not been drawn upon since March ro. In 
addition to this Frs. 2,200 millions, the Treasury had at 
its disposal Frs. 3,300 millions on its current account and 
there was also the last unissued instalment of Frs. 
24 milliards of the new loan, of which up to now only 
Frs. 8 milliards have been issued. Moreover, the Finance 
Minister pointed out that revenue during the first three 
months of 1937 exceeded the figures of the previous year 
by Frs. 1,048 millions, which was 16 per cent. more than 
the estimated rise. 

Judging by the tendency of the financial markets, 
these assurances were not considered sufficient, and the 
Prime Minister himself deemed it necessary to deliver a 
speech on May g confirming the relatively satisfactory 
state of the Treasury and defining his economic and social 
policy, aiming at a pause in the rise of prices, the increase 
of expenditure and the nationalisation of industries. 
Even though these two statements allayed to some 
extent the fears of capitalists, they did not affect the facts 
of the uninterrupted increase of the public debt and the 
unfavourable trend of the French trade balance, which 
ought to have benefited by the second devaluation of the 
franc. 

Allowing for the issue of Frs. 23 milliards of 4 per cent. 
Treasury bonds for the requirements of the pensions fund, 
the French public debt, which amounted to Frs. 333 mil- 
liards, plus Frs. 13 milliards of life annuities, making a 
total of Frs. 346 milliards, is now approaching the 
Frs. 400 milliard mark, after 18 months of incessant 
use of credit. Even allowing for the devaluation of the 
franc, the public debt charge absorbs a larger percentage 
of the national income than in Great Britain, and is 
moving towards a disquieting level. 

During the first quarter of 1937, there was a trade 
deficit of about Frs. 5 milliards compared with Frs. 
2} milliards for the corresponding period of 1936. This 
deficit has “ reased, especially in relation to the United 
States (Frs. 625 millions), Germany (Frs. 280 millions), 
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Australia (Frs. 380 millions), Great Britain (Frs. 200 
millions), Russia (Frs. 150 millions), and Brazil (Frs. roo 
millions). This is one of the many results of the increase 
of French costs compared with the costs in other countries 
as a result of the application of the 40-hour week, which 
all the recent reports of the leading banks have denounced 
as being incompatible in its present form with the 
continuance of the trade revival. 


German Banking 
By a Correspondent 


N a new public statement Dr. Schacht completed his 
I remarks made at the annual meeting of the Reichsbank 
concerning the German credit and currency policy. 
On the capital market, interest rates are lower, and the 
newly-created capital is made available for the require- 
ments of the Government. The present methods of 
consolidation will have to be continued for years, until 
the whole of extraordinary expenditure has thus become 
consolidated. The so-called miracle of German financing, 
—— is widely misunderstood abroad, consists in the 
itilisation of money market resources for the preliminary 
financing of Government requirements. The Reichsbank 
replaced the currency reserves sacrificed for the sake of 
foreign creditors by special discounting arrangements. 
In spite of these arrangements the note circulation did 
not increase more than was necessary for the requirements 
of increased trade turnover. The object of the monetary 
policy is to maintain the stability of wages, prices and 
the purchasing power of the currency. In this the 
authorities were successful in spite of the scarcity of 
foreign currencies. In the sphere of external monetary 
policy, until now the question was not so much to produce 
something new as to prevent a further deterioration. 
The elimination of the international currency confusion 
would be impossible without the regulation of inter- 
national indebtedness. For the present, Germany has to 
depend upon her own resources. 

Praising the officials of the Reichsbank, the vice- 
President of the Reichsbank, Herr Dreyse, discussed also 
the question of German credit policy. The object of the 
lectures, of which that delivered by Herr Dreyse was one, 
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was to secure a broader understanding of banking and 
economic questions. As an example of the necessity for 
this, Herr Dreyse pointed out that an erroneous con- 
ception continued to prevail about the assistance given 
by the Central Bank to the Government. On the basis of 
the remarkable results attained during the last four 
years through the utilisation of Central Bank credits, the 
conception had gained ground that those resources were 
at the disposal of production to an unlimited extent. 
Those who believed this overlooked, however, the fact 
that an increase of the note issue without an increase of 
the marketable commodities was bound to reduce the 
purchasing power of money. The National Socialist Govern- 
ment was determined to prev ent such a development. 

Another lecture in the course of the same series was 
given by Director Blessing, who explained that the chiet 
characteristic of post-war economic developments was 
that the States were no longer prepared to depend too 
much upon the interné tional division of labour but 
endeavoured to mobilise the resources of their own 
countries. The international credit apparatus was para- 
lysed, as the United States was not prepared to play 
the part of lender, which was played before the war by 
Germany, Great Britain and France. The liquidation of 
the old debts had proved to be very difficult. Germany 
had to bear the consequences of her own situation. 
Director Jost e xpresse d the hope that the rigid system of 
exchange clearing would gradually be replaced by the 
more elastic system of payments agreements, at least in 
relation to countries without exchange restrictions. The 
exchange clearing agreements tended to lead to the 
bilateral balancing of trade between two countries. 
Germany was compelled by the exchange clearing to 
change materially the trend of her commercial relations. 
For Germany the operation of exchange clearing was 
disadvantageous, as it increased the cost of her purchases 
abroad. Germany had liquidated her commercial arrears 
which had been frozen since the middle of 1934. Alto- 
gether the prospects of a thawing of the international 
monetary situation had improved. 

In accordance with the anticipation of the meet, 
the Government has issued another Funding Loan. 
The lists will be open from May 13 to May 29. The 
amount of Treasury bonds offered is Rm. 600 millions, 
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bearing interest at 4} per cent., and the issue price is 
98? per cent. The average period of the loan was raised 
from 12 to 15 years, so that the actual yield on redemption 
became reduced from 4-73 per cent. to 4-63 per cent. 
There can be no doubt about the favourable result of this 
loan. Thanks to the liquidity of the money market, the 
strong investment demand and the rising tendency of 
earlier issues, the banks have succeeded in unloading 
their holdings of the older issues. Of the Rm. 600 millions 
Rm. 100 millions were taken over firm, as in the case of 
the first Government loan this year, which was over- 
subscribed and whose amount was raised from Rm. 500 
millions to Rm. 700 millions. The total amount of 
funding loans will be raised by the present issue to Rm. 53 
milliards. The work of consolidation is, however, by no 
means completed. 

The figures of the Reichsbank return in themselves 
do not indicate a high degree of liquidity in the money 
market. Considering, however, the requirements whic h 
the Reichsbank has to satisfy, this is not surprising. 
During the first three weeks of f April, repayments exceeded 
loans contracted before the turn of the year. At the end 
of April, however, there was a marked increase in the 
amount of outstanding loans, amounting to Rm. 781 
millions against Rm. 696 millions at the end of March. 
At the end of April, 1936, the increase was only Rm. 594 
millions, which was smaller than at the end of March, 1936, 
when the increase was Rm. 620 millions. The increase 
of requirements was due to the larger demand for cur- 
rency. The note circulation increased during the last 
week of April by Rm. 749 millions against Rm. 618 
millions twelve months earlier, to Rm. 6,942 millions 
compared with Rm. 6,351 millions for the corresponding 
date in 1936. There is a remarkable similarity to the 
trend of the note circulation in Great Britain. Neverthe- 
less in Germany the note issue is still below the record 
figure for 1936, amounting to Rm. 6,967 millions. Apart 
from the general trend of trade there were special factors 
partly responsible for this increase, such as the coincidence 
of end-of-month requirements with the end of the week, 
and with the national holiday. During the first week of 
May the volume of repayments was Rm. 183 millions, or 
23°4 per cent. of the new loans granted at the end of the 
month. This was somewhat below anticipation. 
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There were clear indications of liquidity in the monthly 
return of the Gold Discount Bank. In spite of the calls 
on the first Reich loan of Rm. 700 millions, the volume 
of promissory notes declined by the end of March to 
Rm. 1,082 millions against Rm. 1,185 millions at the end 
of February. During April, however, the outstanding 
amount advanced once more to the record figure of 
Rm. 1,350 millions, even though at the end of the month 
it was down to Rm. 1,240 millions. It is expected that 
there will be a further decline in May. 

The Conversion Office for German external debts 
showed at the end of April a further increase in the 
amount of its scripts to Rm. 231-3 millions against 
Rm. 202 millions at the end of March. The amount of 
newly-issued dollar scrips was particularly high, but the 
totals of sterling and Swiss franc scrips still hold the 
lead. The Conversion Office increased its investments, 
while its claims against the Reichsbank declined. 

The monthly returns of the German banks for March 
show some contradictory tendencies. The outside re- 
sources of the five leading Berlin banks increased by 
Rm. 79 millions, against Rm. 67 millions in February. 
On the assets side the increase of demands for credit is 
now more in evidence, since debtors increased by Rm. 67 
millions against a decline of Rm. 42 millions in February. 
The passing monetary stringency at the end of the 
quarter resulted in a contraction in the volume of bills, 
though the amount of bills maturing within more than 
three months increased. Outside resources of financial 
banks also showed an increase, but those of the publicly- 
owned banks and of the Central institution of Savings 
Banks declined, partly owing to the end of quarter 
influences and partly owing to the payments on the 
account of the Government loan. 


Latin America 


By a Correspondent 
HE extraordinary boom in the Argentine export 
trade continues, principally due to high prices 
and phe snomenal shipments of grain, the. monthly 
figures for which this year have broken all previous 
records. In the result, total Argentine exports for the 
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first quarter of 1937 aggregated 540 million pesos (say 
{52 millions sterling), or more than double the figure of 
410 million pesos in the like period of 1936. The Re- 
public’s favourable balance of trade for the 793 7 period 
jumped to nearly 533 million pesos (say £33 millions 
sterling) compared with only 121 million pes sos in 1936. 
Not only was the surplus this year prac tically at a level 
with that achieved in the whole of the year 1936, but it 
was also in excess of the favourable balance attained in any 
full year since 1919, with the exc eption of 1936. This 
result was due to the phenomenal expansion in export tation 
and was not attained at the expense of the — trade, 
since purchases from abroad were actually 6-2 per cent. 
higher in the first quarter of this year than in the corres- 
ponding months of 1936. 

The exceptionally large supplies of export exchange 
have led to rumours that the -Argentine Government 
would again reduce the selling rate for official exchange to 
I5 pesos from 16 pesos, following the reduction to the 
latter level “miges 17 pesos at end-1936. These reports were 
supported by the fact that the “ free ’’ rate of exchange 
had once again improved to practically the same level as 
the official rate. So far, however, there has been no 
change in the position, and it is understandable that the 
Government is reluctant to reduce further or to abolish the 
margin between the official and buying selling rates, as 
this would diminish exchange profits. Grain shipments 
have been so heavy that, in order to provide for home 
consumption and seed requirements, it is possible that 
shipmen ts may be officially restricted very soon. This 
step would automatically reduce the supply of export 
exchange, and whilst this would be counteracted in part 
by the seasonal outward movement of the maize crop now 
commencing, once this were finished in say, July, there 
should be a distinct contraction in export bills in the 
second half of the year. It is therefore likely that the 
Government hopes to prevent the rate improving further 
until the selling pressure is automatically removed later 
in the year. 

Argentina, is, in fact, suffering from “‘ an embarrass- 
ment of riches,” due to the enormous expansion in her 
export trade as well as to a flight of capital from Europe. 
There is a plethora of floating capital on the Buenos Aires 









LATIN AMERICA 241 


market, and the events of the past few months have amply 
demonstrated the equilibrating effect upon both the foreign 
exchange and capital markets exercised by the Central 
Bank working in conjunction with the Government. 
Large lines of internal bonds have been issued, which have 
assisted in removing part of the floating capital, whilst 
the issue of Treasury Bills and Consolidated Bonds is now 
a regular feature. The position has enabled the re- 
patriation of the foreign debt to be steadily pursued, and 
the whole of the former high-interest Argentine bonds in 
the United States have now been either converted or 
redeemed. 

The Report of the Argentine Central Bank for the year 
1930—covering the second period of its operations— 
reveals the striking progress which has been made in 
modernising the Argentine financial fabric. The accounts 
of the Bank for the year 1936 showed that after the pay- 
ment of dividends to the Government and the shareholding 
banks, it was the intention to write off all assets wat 
directly productive and to form strong reserves assisted by 
the profits obtained during the first two financial periods. 

The annual report for 1936 of the Banco de la 
Nacion Argentina has also been published. This in- 
stitution, although it no longer carries the official ac- 
counts, is the largest commercial bank in the Republic, 
and the Report confirms the view that the country is well 
on the road to prosperous times. Nevertheless, it points 
out that many barriers to the development of international 
trade are still in existence, and that developments likely to 
affect an agricultural and pastoral country such as Ar- 
gentina should be closely watched. Regarding the abun- 
dance of available funds in the country, the Bank issues 
the warning that this might lead to excessive speculation 
and over-confidence. 

In its annual Report for 1936, the National Mortgage 
— of Argentina expressed the view that it should not 
be called upon to continue to make the heavy sacrifices 
entailed by the present moratorium laws, which had led 
to a large reduction in its reserves, although the improved 
agricultural situation had caused most debtors to resume 
payments. 

A Decree was issued on April 6 by the Argentine 
Minister of Finance regulating the provisions of the 
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Banking Law of March, 1935. The new Decree regulates 
banking activities in general; defines the various cate- 
gories of banks; prohibits entities not falling within those 
categories from using the terms “ bank,” “ banker,’’ or 
‘ banking,” and stipulates that all present and future 
banking activities are subject to the prior authorisation 
of the Government which is dependent upon an investiga- 
tion by the Central Bank in each case. 

The increased Argentine business movement continues 
to find reflection in expansion of bank clearings in Buenos 
Aires. The number of cheques —— in January- 
March, 1937, was 4,063,207, for an aggregate amount of 
10,122 million pesos, against 3,541,333 shauna for a total 

value of 8,190 million pesos in the comparable period of 
1936. The combined figures of the Buenos Aires banks 
as at end-February compare as follows with those three 
months earlier : 


Deposits Discounts and Cash 
Advances Reserves 
Pesos (paper) Pesos (paper) Pesos (paper) 
30th Nov. 1936 3,605,141,000 2,163,349,000 1,197,834,000 
28th Feb. 1937 3,877,943,000 2,183,709,000 1,290,585,000 


The position of the Central Bank remains excep- 
tionally strong, the return dated March 15 showing that 
the total holding of gold and foreign exchange at “home 
and abroad represented 92-76 per cent. of notes and sight 
liabilities combined. The gold held at home was the same 
as in mid-December, 1936, at 1,224 million pesos, but 
gold and foreign exchange held abroad had risen to 315 
million pesos from 255 millions, and the note circulation to 
1,137 millions compared with 1,039 millions. 

The de ‘velopment of agriculture and industry in Brazil 
finds reflection in the increase in loans granted by the Bank 
of Brazil, the 1936 Report of that Institution, issued in 
April last, showing that loans in that year aggregated 
774,975 contos, compared with the 1933 ‘total of 531,309 
contos. It is to be expected that these figures will show a 
notable advance during 1937, following upon the recent 
increase in capital of the Bank from 100,000 to 200,000 
contos as well as the creation of a new Department for 
granting agricultural and industrial credits. 

During 1936, the Bank, on behalf of the Federal 
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Government, acquired further gold from the national out- 
put. At end-1936, the Bank held on Treasury account 
21,792 kilos of gold, representing {2,976,214 (gold), 
or 387,710 contos of reis. The latter figure represents 
approximately one-tenth of the total note circulation of 
around 4,000,000 contos. 

During the twelve months covered by the Report, the 
National Coffee Department negotiated credit facilities 
from the Bank of Brazil for an aggregate of 220,000 
contos, repayable at the rate of 15,000 contos per month. 
These funds were utilised to purchase the 4,000,000 bags of 
surplus coffee of the 1935-36 crop taken off the market 
for valorisation purposes. The net debit of the Coffee 
Department to the Bank as at end-December last was 
634,734 contos, in comparison with 599,800 contos at 
end 1935. 

Despite the elimination since 1931 of nearly 45,000,000 
bags of coffee in Brazil, the state of disequilibrium between 
supply and demand is as acute as ever. Unless a free 
market is restored, the question of continuing artificially 
to support the finances of the industry will become very 
pressing at the end of the present crop year in June next. 
The recent Pan-American Coffee Agreement appears to 
have proved abortive in practice, and there is increasing 
demand from Brazil for a World Coffee Agreement. 

Assisted by better shipments of cotton and other 
products, apart from coffee, Brazil’s aggregate exports in 
the first two months of this year were some £620,000 (gold) 
higher than in the like period of 1936, at £6,2 453,000 (gold), 
although, as imports also expanded— —by some {1,050,000 
(gold), to £5,382,000 (gold)—the balance of trade was 
rather lower at just over £1,000,000 (gold). Largely due to 
the higher level of exports, the milreis rate has steadily 
improved, exchange for current imports is being provided 
without delay, whilst all reasonable requests for other 
kinds of remittances are being met. 

Due to unrestricted copper production and better 
shipments of the metal and of nitrate and agricultural 
products, the Chilean export trade continues to increase. 
Latterly, there has been a definite improvement in the 
“export ’’ exchange market for both sterling and dollars, 
the former difficulties in obtaining cover having largely 
disappeared. Advances of the commercial banks again 
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increased January, although not so intensely as in 
previous mnatie. The total figure was 1,896-4 million 
pesos, i.e. a rise of 14-1 millions on the month. Deposits, 
after droppit ig by 25:9 million pesos in December last, 
advanced in January by 20-9 million pesos, closing at 
1,720°5 million pesos. The total figures given for both 
advances and deposits include approximately 23 million 
pesos of 6d. (gold) corresponding to foreign money ac- 
counts. 

The circulating medium in Chile showed a further 
increase in January. The daily average rose from 952 
million pesos at the middle of December last to g68 
millions at mid-January. This increase, which was 
totally absorbed by the public, was due principally to an 
expansion of the credit operations of the Banco Central 
and also to a certain increase in its currency issue when 
acquiring foreign exchange. The holding of the banks 
dropped slightly by 6 million pesos. The banking 
movement, judging from the clearing house operations, 
showed a seasonal decline in January equal to 2 per cent. 

Uruguay has disposed of her wool clip at good prices, 
and the economic position has improved to ‘the extent 
that the Internal Debt has been converted to a flat 
5 per cent. basis. Paraguay is also recovering steadily 
from the Chaco affair, and the import trade is more active 
than at any time since 1932. Peruvian trade is at a 
higher level than for many years past, and there is intense 
activity in developing transport so as to increase the out- 
put of metals from the mines. The “ between-season ” 
period for coffee is imminent, which is just as well for 
the Central American countries, in view of the recent 
decline in prices in the New York market. The Coffee 
Federation in Colombia, under the agreement with Brazil 
and others, has unfortunately accumulated stocks of 
coffee in an endeavour to sustain prices, and this problem 
is the object of urgent official attention. The proposal 
for reducing the gold content of the Colombian peso, in 
line with the exc hange quotation on New York, has been 
postponed for the time being. Venezuela has improved 
her exchange rate considerably, and is considering a law 
for the establishment of a Central Bank. 
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HOLLAND 

HE guilder has been subject to strong buying 

| pressure in recent weeks. As a result the Dutch 
authorities have had to reduce their buying price 

for the dollar. Notwithstanding this, they have acquired 
considerable amounts of foreign exchange and converted 
a large part of it into gold, mainly through purchases in 
the London market. A large part of the buying of gold 
by the Bank of England represented purchases on Dutch 
official account. The last return of the Netherlands Bank 
shows a further increase of the gold stock by 21 million 
guilders to 1,055 million guilders. For some time past 
the Dutch Exchange Equalisation Account has had to 
resell the gold it has been acquiring, as it has exhausted 
its original working capital of 300 million guilders. At 
present the note circu!tion is covered to the extent of 128 
per cent. by gold, which is the highest percentage in the 
history of the Netherlands Bank. Since the balance of 
visible trade is adverse—in fact the import surplus has 


increased compared with 1936—the influx of gold must be 
attributed to the transfer of French and other continental 
capital and to the repatriation of Dutch capital from the 
United States. 


SWITZERLAND 

The Banque Commerciale de Bale, which got into 
difficulties in 1935, will be reconstructed in the near 
future. Its difficulties were due mainly to the large 
amount of its German commitments. According to the 
reorganisation scheme, creditors will sustain no loss at all, 
but shareholders will make heavy sacrifices. The shares 
of Frs. 500 nom. will be written down to Frs. 100. The 
share capital at present amounts to Frs. 75 millions, of 
which Frs. 5,250,000 is held by the Bank itself. This 
amount is to be written off altogether. The remaining 
share capital of Frs. 69,750,000 is to be reduced to Frs. 
13,950,000. It is hoped that subsequently this capital 
will be raised to Frs. 17,500,000 or even to Frs. 20 millions 
according to the amount of new capital obtainable. The 
new shares will also be of nominal value of Frs. 100 each. 
This reorganisation scheme will produce a book-keeping 
profit of Frs. 55,800,000. Together with the reserves there 
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will be at the Bank’s disposal Frs. 69,550,000 for the 
requirements of the reorganisation. Of this amount, 
Frs. 29,550,000 will be used for wiping out the losses on the 
balance sheet, Frs. 34 millions will be held as a contin- 
gency reserve, Frs. 1,000,000 will be written off for the 
depreciation of property and Frs. 4,500,000 will be used 
for the creation of reserve accounts. The date of maturity 
of all the Bank’s outstanding debenture bonds will be 
prolonged by three years, and the rate of interest will be 
fixed at 4 per cent. The scheme has been submitted 
for the approval of the Supreme Court and once this 
approval is granted the moratorium will come to an end. 


SWEDEN 

The banking law proposition, mentioned in the 
preceding report, obliging banks to keep cash reserves 
amounting to a minimum of 25 per cent. of their total 
sight and one month’s deposits and to keep a certain 
amount of these reserves in the Bank of Sweden, has 
now been submitted to the Riksdag and there are no 
doubts that the law will be adopted. Following various 
suggestions made by the Royal Banking Inspection and 
by the Banking Association, the Minister of Finance 
has made certain important modifications in the original 
proposition. It ought to be kept in mind, however, 
that the law is an emergency law and that it entitles 
the Bank of Sweden to put the above-mentioned measures 
in operation only in case developments on the Swedish 
money market require credit restrictions in order to 
check an inflation. In consideration of the close 
co-operation, which has always existed between the 
Bank of Sweden and the joint-stock banks, it is 
possible that the object of credit restriction can be 
reached even without resorting to compulsory measures 
provided by the new law. 

Money remains easy, but the banks’ cash holdings 
contracted slightly during April and at the end of the 
month reached a total of Kr. 726-8 millions. Deposits 
have also declined by Kr. 17: 7 millions to Kr. 4,046-1 
millions. This contraction, which is entirely due to a 
decline in sight deposits, is a consequence of tax 
payments as well as of dividend payments by the big 
concerns. It is the first time in 1937 that deposits, 
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which since the turn of the year have risen by Kr. 226 
millions, show a contraction. As a normal result of 
the business boom advances continue to increase, but 
in April the rise was only one of Kr. 11-7 millions to 
Kr. 4,075°5 millions. The biggest increase was in dis- 
counts, a result of the rise in wholesale prices. Loans 
against stocks have again declined. 

The suppression of interest payments on foreign 
bank deposits does not seem to have affected these 
items, since foreign bank deposits have increased from 
Kr. 267 millions to Kr. 275 millions. The situation of 
the Swedish krona remains strong. The gold reserve 
shows a very slight increase due to the usual gold influx 
from the Boliden mines. As foreign speculations on a 
krona appreciation has temporarily ceased, the Bank’s 
net balance with foreign banks has decreased from 
Kr. 260 millions to Kr. 237 millions, while the foreign 
bill portfolio shows an increase of Kr. 11 millions to 
Kr. 558 millions. 

As a further measure of checking an inflation the 
Government has submitted to the Riksdag a proposition 
to proceed to the purchase of goods for State require- 
ments abroad, using for this purpose an amount of 
Kr. 70 millions out of the Bank of Sweden’s foreign 
currency reserve. These purchases should be made by a 
special body which also should be in charge of the 
administration of the goods, which should be stocked 
as an emergency reserve in case of an international 
conflagration. 

ITALY 

Notwithstanding the unfavourable political relations 
between this country and Italy, a number of London 
banks were unable to resist the temptation of re-opening 
their credit lines to Italian banks and other customers. 
They were all anxious not to be left out and not to lose 
their Italian business to more enterprising competitors. 
As a result, Italian banks and other customers were able 
to obtain quite substantial credits. It is true that in 
some instances at any rate the credits did not exceed the 
amounts of Italian balances kept with the banks con- 
cerned, but since those balances are subject to with- 
drawal, they cannot be regarded as the guarantee of the 
credits. It is, of course, fully realised that from a 
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purely financial point of view, all leading Italian banks 
are above suspicion, and that the political risk is the only 
risk attached to the operation. ‘That risk is considered 
however, in some quarters a very real one. 


ROUMANIA 

The Governor of the National Bank of Roumania, 
Mr. M. Constantinesco, paid a visit to London to establish 
personal contact with the Bank of England and to 
negotiate the renewal of the Anglo-Roumanian Ex- 
change Clearing Agreement. That agreement has been 
working satisfactorily and good progress has been made 
towards the repayment of commercial arrears. The 
reason why the Roumanian authorities wanted a revision 
was that they were desirous of using their sterling surplus 
for the purchase of Dominion products. In conversation 
with representatives of the Press, Mr. Constantinesco 
stated that the Roumanian Exchange position was a 
strong one and that there was no need for any further 
devaluation or revaluation of the currency. 


CHINA 
The annual report of Mr. T. V. Soong, Chairman of 


the Bank of China, makes an interesting survey of the 
Chinese monetary situation since the adoption of the gold 
standard in November, 1935. Throughout 1936 the 
exchange has been maintained stable to a degree pre- 
viously unknown in China. This in spite of bear attacks 
on the Chinese currency, fears arising from political un- 
certainties, and appreciable variations in exchange rates 
between the principal foreign currencies. Restoration 
of confidence had been accompanied by the return of 
easier money conditions in China. Native interest rates 
declined from over 7 per cent. per annum to less than 
3 per cent. per annum. The discount on forward ex- 
change, which in 1935 was at one time nearly 30 per cent. 
per annum, has been reduced to between 2 and 3 per cent. 
with the result that the liquid balances which had pre- 
viously been employed in swap operations have again 
become available for financing normal business require- 
ments. The Bank of China, together with the Bank of 
Communications, is carrying out all the obligations that 
will eventually be undertaken by the Central Reserve 
Bank when it begins to operate. — 





Books 


ECONOMIC PLANNING AND INTERNATIONAL ORDER. By 
PROFESSOR LIONEL Roppins. (London, 1937: 
Macmillan & Co., Ltd. Price 8s. 6d. net.) 


THERE are two ways of reviewing books: by judging 
them according to whether the reviewer agrees with the 
views expressed in them or by judging them according 
to whether they are one or bad expositions of the views 
they express. It is always tempting for a reviewer to 
praise a book with w ina views he is identified and to 
attack a book merely because he differs from its views. 
In the case of Professor Robbins’ book the temptation 
is all the stronger since by Aaa provocative and at times 
arrogant style he challenges uncompromising criticism. 
In all fairness it must be ‘adeaitted, however, that his 
book is a masterful exposition of the school of thought 
with which Professor Robbins is identified. Although 
it is one-sided in the extreme, one cannot but admire the 
supreme skill with which he fits facts and arguments to 
his theory. Occasionally, however, his zeal lands him in 
contradiction. On page 14 he admits that the recovery 
since 1931 has been the result of national isolationism, 
but on page 44 he remarks: ‘‘ Who can seriously believe 
that the world at large is richer as a result of the various 
international restrictions?’’ On page gi he _ objects 
to Government intervention on the ground that it is 
influenced too much by diplomatic considerations. On 
the following page he criticises intervention on the 
ground that the inadequate degree of diplomacy in its 
management, as a result of which it is likely to cause 
friction between States. Such examples could be multi- 
plied, but they do not alter the fact that the book is one 
of the outstanding examples of neo-classical economic 
literature. 


THE COLLECTED WoRKS OF CARL MENGER. VOLUME IV. 
Schriften uber Geldtheorie und Wahrungspolitik. 
No. 20 in Series of Reprints of scarce Tracts in 
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Economic and Political Science. (Published by 
the London School of Economics. Price 10s. 6d. 
net.) 


ALTHOUGH the English student would doubtless have 
preferred the London School of Economics to publish 
Carl Menger’s works in a good English translation 
instead of reprinting the German original, even so he is 
indebted to the enterprise which makes these scarce 
essays more accessible. The Austrian monetary reform 
of 1892 has a vast literature in German, and although 
conditions have since changed considerably, there are 
many points which have a bearing on the present situa- 
tion. Carl Menger was undoubtedly the leading monetary 
expert of the period and combined a profound theoretical 
knowledge with an understanding of technical detail. 
His writings on the circumstances and immediate conse- 
quences of the adoption of the gold standard by Austria 
deserve therefore more attention in the English-speaking 
world than they have hitherto received. 


ECONOMIC THOUGHT AND LANGUAGE. By L. M. FRASER. 
(London, 1937 : A. & C. Black, Ltd. Price 
12s. 6d. net.) 


THE object of this book is to assist the student of 
economics to think clearly and logically about the 
fundamentals of their science. One of the great dis- 
advantages of economics lies in the inaccuracy of its 
terminology. Economists often argue at cross purposes 
owing to the different sense in w hich they use the various 
terms. From this point of view Professor Fraser's 
book should render valuable service in reducing the 
possibility of misunderstanding. His chapter on money 
is particularly interesting. Money is a word with five 
or six meanings in ordinary speech as in economic 
discussion, and the consideration of the terms presents a 
series of intricate problems for logic no less than for 
economics. Although the book is written in the first 
place for the benefit of the professional economist, 
practical bankers interested in abstract discussion could 
also read it with benefit to themselves. 
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THE FRENCH FRANC AND THE GOLD STANDARD, 
1926-1936. By PuHiLip F. VINEBERG. (Montreal, 
1936: McGill University. Price 55 cents.) 


TuIs booklet went to press on the eve of the devalua- 
tion of the franc. Its preface by Mr. Stephen Leacock 
is dated August, 1936. Incidentally it is difficult to 
say for certain whether the preface was written by 
Mr. Leacock the economist or by Mr. Leacock the 
humorist. He says among other things “ Mr. Vineberg 
is inclined to think that the dev aluation of the franc is 
more or less inevitable. Probably most people will agree 
with him in that.” He also says that “ the essential idea 
of the gold standard always was that it functioned 
without management and irrespective of international 
agreement. If it won’t do that, we had better have 
paper or prosperity bonds.’’ The author surveys ground 
which has a vast literature and displays a thorough 
knowledge of the material on the subject rather than 
an original turn of mind. 





PRACTICAL BRANCH BANKING. By A. FORRESTER 
Fercus. (London, 1937: Sir Isaac Pitman & 
Sons. Price 8s. 6d. net.) 

WHILE practical banking in general has a vast 
literature, it is only in recent years that its specialised 
aspects have begun to receive adequate treatment. The 
present book deals with banking from the point of view 
of the branch manager and his staff. Considering that 
they represent rather more than nine-tenths of all bank 
employees, it is high time their special requirements were 
catered for adequately. The book covers problems of 
branch bookkeepers, cashiers, the securities department, 
correspondence and filing, and some legal aspects of 
branch banking. 


TRAVEL IN Europe. (London, 1937: Published by 
the Midland Bank.) 

Tuis little book is a useful and up-to-date guide to 
existing exchange and currency conditions in European 
countries most frequented by travellers. Copies may be 
obtained without charge on application to the head office 
or branches of the bank. 
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BRITISH DIPLOMACY IN THE EIGHTEENTH CENTURY. 
3y Ek. MatcoLtM-SmitH. (London, 1937: Williams 


& Norgate. Price 7s. 6d. net.) 


DuRING the eighteenth century, dynastic motives 
though still important factors in diplomacy, were being 
replaced by the struggle for markets and colonies. This 
book is a valuable study of the period showing how the 
successive wars resulted in the financial exhaustion of 
France. At the outbreak of the Seven Years War on the 
other hand, though the British fleet and army had been 
neglected, it was only in the matter of finance that Great 
Britain was prepared for the strain of a long war. The few 
years of peace had been used to reduce the National Debt 
by a consolidation scheme, so that within three years of 
the costly War of the Austrian Succession, Great Britain 
was on her financial legs again, in striking contrast with 
her late allies and antagonists. 


[TRUSTEE SAVINGS BANKS YEAR BOOK, 1937. (London, 
1937: Trustee Savings Banks Association. Price 
3s. 6d. net.) 

Tuis year book is being issued for the fourth year in 
succession. It contains up-to-date information of the 
Trustee Savings Banks, their services to depositors and 
funds, together with an end-paper map showing the 
distribution of the various head offices and branches 
throughout the British Isles. There is alsoa comprehensive 
survey of these institutions showing the disposition of 
their funds in the hands of the Government and Local 
Authorities. During the past year the aggregate funds 
increased by nearly {15,000,000 and now exceed in total 
the sum of £256,000,0% 0. 


On THis EVIDENCE. By E. P. LEIGH-BENNETT. (London, 
1937: The Baynard Press.) 

IN order to comme morate its centenary, the Legal and 
General Assurance Society has published this book, which 
besides dealing with its one hundred years residence in 
Fleet Street, gives a most interesting account of the 
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history of the Society. There are a large number of repro- 
ductions of prints of Old London, including Temple Bar, 
Chancery Lane and Fleet Street. There are also facsimiles 
of the Society’s first prospectus and first policy. Some 
idea of the progress of the Society may be gathered from 
the fact that the Total Sums Assured in force at the end 
of 1936 amounted to £118,214,087. 





* Over | BANK OF NEW ZEALAND 


Incorporated with Limited Liability in New Zealand by Act of General Assembly, 
29th July, 1861. 


_ HEAD OFFICE: WELLINGTON, NEW ZEALAND 
Branches F. W. DAWSON, General Manager. 


Unrivalled Banking facilities provided at over 220 points in New Zealand 
x and at Melbourne, Victoria; Sydney, New South Wales; Suva, Fiji; 


and Apia, Samoa. 


‘ Traders and Travellers are especially invited to make use of the facilities 
and information available at the 


Agencies London Office: 1, QUEEN VICTORIA STREET, E.C.4. 
D. F. REID, Manager. 


An invaluable reference book for 
PUBLICATIONS OF THE LEAGUE OF NATIONS J f 
cert ects Rn NR mest snc 


bankers and business men 


STATESMAN’S 
YEAR-BOOK 1937 


Edited by 
M. EPSTEIN, M.A., Ph.D. 


Every section has been carefully revised. The 
major changes which have taken place in India are 
shown in the Indian pages; Burma has been 
separated from India, and concerning the new 
Indian Provinces of Orissa and Sind the usual 
information will be found available. Recent 
Census returns have been incorporated under the 
Irish Free State, the Union of South Africa, 
France and Algeria and Denmark. For a large 
number of countries it has been found possible 
to include details of their trade in 1936. The two 
maps accompanying the volume are intended to 
illustrate recent happenings, the one in Syria, the 
other in Abyssinia. 


To be published in Fune. 


PROSPERITY 


AND 


DEPRESSION 


A theoretical Analysis of 
Cyclical Movements 


By Dr. GOTTFRIED VON HABERLER 
XV & 363 pages, bound in cloth 7G 
Written by an economist of 
International reputation. Deals 
with the problem of the business 
cycle and the recurrence of periods 
of prosperity and depression. 
Detailed Prospectus on application. 


Sole Agents for Great Britain, Northern 
Ireland and the Crown Colonies : 


GEORGE ALLEN & UNWIN LTD. 
40 Museum Street, LONDON, W.C.1 


SERRE SERRE 


74th Annual Publication 
Over 1500 pages. With maps. 20s. net. 
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Some More National Provincial 
Banks 


By Professor C. H. Reilly 
NCE more it is a relief to see some new National 
() Provincial branches. At any rate they have 
character. They are not just thoughtless common- 
places, little imitation Georgian or Tudor buildings 
about which it is difficult to be polite. I hope the 
architects of these latter notice the struggles I make to 
achieve this and appreciate my restraint. One could 
say such much more frank things if architects were as 
accustomed to criticism as, say, literary men are. I find 
them so unduly sensitive to it. Yet if criticism is of any 
service at all it should be applied more ruthlessly to 
buildings than to anything else, for buildings cannot be 
hidden and usually stand up in this country for about a 
hundred years, during which time their exteriors may be 
said to belong to the public quite as much as to their 
nominal owners. I have often referred to the archi- 
tectural superiority of the average National Provincial 
branch and have pointed out that this bank has an 
entirely different policy to the others in obtaining 
its designs. It has one architect, Mr. W. F. C. Holden, 
and sticks to him. Off-hand one would say that would 
lead to staleness and repetition. It appears to do 
exactly the reverse. The only explanation I can give is 
that Mr. Holden must be a very exceptional man with 
a fund of enthusiasm and energy given to few. I wish 
he had designed the bank’s Princes Street building 
opposite the Mansion House in the City. That was 
the one occasion when the bank lost faith in its policy 
and appointed an outside architect, now a Royal Aca- 
demician. Nevertheless, I expect by now they are 
regretting this mistake, for their Princes Street building 
is one of their few banks without any particular 
character. It is just an ordinary top-hatted Corinthian 
structure such as banks have been putting up any time 
for the last fifty years when they have had too much 
money to spend. 
Let us begin with the new Osterley and Isleworth 
branch on the Great West Road. It isa tall, brick building 
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with a plain flank which, rising above a lower building, can 
be seen, and the name of the bank in its standard lettering 
read, some three hundred yards down this arterial road. 





By Courtesy of Architecture Illustrated Architect, Mr. W. F. C. Holden 


THE OSTERLEY AND ISLEWORTH BRANCH 


Fortunately, I cannot say what style it is in. That is a 

compliment as long as the structure has definite character 

as this has. The building appears to consist of an extra- 
u* 
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ordinarily lofty hall with a low wing building on eithe: 
side. Why such an extraordinarily tall banking hal! 
should be necessary, except to prevent its exterior from 
being dwarfed by the factories on either side, and to 
enable it to command the wide roadway and open space 
near, I cannot say. I should like to see a photograph ot 
the interior. If this hall is a success inside I have no more 
to say. With its tall windows with their deep reveals it 
certainly justifies itself on the outside. It combines 


strength with elegance and the whole is clearly a building 





THE AMERSHAM-ON-THE-HILL BRANCH 


for some exceptional purpose, neither domestic, civic nor 
industrial. I think, indeed, novel as it 1s, one would take 
it for a bank if the name were removed. Perhaps the 
quality of elegance has been struggled for a little too 
hard in one or two places. I do not feel there is complete 
justification, for instance, for the group of seven small brick 
offsets running the full height of the building at either 
corner of the main block, nor for the pair of similar vertical 
erooves between the windows. I believe the long windows 
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themselves as designed with their deep setting and 
marginal lights would have sufficiently secured the 
desired effect. I do not feel there is anything wrong with 
the little wing buildings which are without these effects or 
only have them to a much less degree. Perhaps they are 
there to show off the colour and quality of the bricks 
which, | am told, are particularly pleasing, so much so that 
the architect of the Gillette factory next door, and whose 
building shares the same entrance from the road, has 
used them too. It is always good when a new area is 
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being developed if the main building material can be 
used for a group of buildings. I feel, before leaving this 
building, I must draw attention to the little terraces of 
brickwork one above the other with their flowers and 
shrubs, which give such valuable horizontal lines at the 
base to contrast with the tall vertical ones. 

Iam not quite so happy about the Amersham-on-the- 
Hill branch, though it has a pleasant interior, which it is 
good for once to see though its walls are a little too fussed 
up with imitation panelling. Here is a building with tall 
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Georgian windows and of a general classical plan-form with 
a semi-circular end and projecting central feature to its 
two main fronts, yet otherwise shorn of every Georgian 
or classical feature, except for a few roundels. No doubt 
this strip-tease act, as I noticed The Times critic called 
some similarly treated buildings shown in this year’s 
Royal Academy, meets the current puritanical movement 
to acertain extent, but it does not produce a genuinely 
modern building controlled by modern materials and 
requirements, and at the same time it certainly loses 
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Mr. W. F.C. Holdes 





THE NEW MILTON BRANCH 


some of the graces of the old. The Osterley branch has 
a more definite character. This one, though clearly 
with excellent brickwork and finish within and without, 
has far less. Its flat roof and its tall vertical windows 
somehow do not seem to me quite consistent. The latter 
seems to imply a rich and lofty interior which the former 
seems to preclude. 

The little New Milton branch, with its tall, tile roof 
rising behind parapets, and with no implication of a 
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steel and concrete ceiling, seems to me much mor 
consistent. Once again it is of a simplified Georgian 
character, but so simplified that the word “ Georgian ”’ 
hardly applies except to the wooden sash windows. It 
is a solid little brick, tile and wooden building in a brick. 
tile and wooden suburb, but thoroughly putting the latte1 
to shame, as I hope its inhabitants are beginning to feel 
[t has, too, a very sensible, pleasant, clean-looking interio1 
with no wooden mouldings this time planted on to the 
walls to imitate panelling. The oak counter front and 
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WJ f | 
rHE INTERIOR OF THE NEW MILTON BRANCH J 
the row of double doors, each with a large panel over, 
look clean and good and consistent, admitting the 
Georgian basis of the design which reappears in_ the 
coved cornice. 

The Twickenham branch clearly takes no notice ot _ 
what is above the bank which has been inserted, and Re 
indeed, why should it? Did anyone ever see mor = 
ignorant, tasteless rubbish 2? [ am sorry that the bank has 
given it a certain permanence by building under 
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STATE MORTGAGE BANK OF THE KINGDOM OF JUGOSLAVIA | 
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What a much better civic action it would have been to 
have pulled it all down and started again! The motif ot 
this green polished granite front with its strong window- 
bars seems to be a grille to a strong room where regalia 
and other valuable jewellery are kept. Clearly that is 
not a bad motif for a bank when the whole thing is a sort 
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Mr. W. F.C. Holden 





THE TWICKENHAM BRANCH 


of safe inserted into someone else’s premises. Mr. Holden 
has used this motif very well before at Hendon, so that 
we need not linger. I certainly see no better nor more 
gentlemanly way of showing one’s complete contempt 
for the building above. 
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which provides a guaranteed income of £3, £6 or £9 per week tax free for 
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income commences. When the annual income ceases a cash payment 
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cial terms are granted to Bank Officials. 


LEGAL & GENERAL ASSURANCE SOCIETY LTD. 


HEAD OFFICE to FLEET STREET, LONDON, E.C.¢. 
Established 1836 Assets exceed £36,000 ,000 
General Manager: W. A. Workman, F.LA. 





















264 THE BANKER 


Lastly we have the Evesham branch, where this bank 
has once more done the good work of saving, with intelli 
gence and skill, a fine old building. That the low ground 
storey of such a timber structure designed for other 
purposes in a vastly different age, cannot make a good 
well-lit bank for modern purposes is, nevertheless, to the 


Architect Mr. W.F.LCLH 
THE EVESHAM BRANCH 


credit of the National Provincial in handicapping them- 
selves to that extent. I hope the fact that by so doing 
they have saved the structure appeals to such an extent 
to local patriotism that all the inhabitants of Evesham 
and the district roundabout, including Mr. Stanley 








265 


CREDIT LYONNAIS 


(Limited Liability Company Incorporated in France.) 
Central Office: PARIS Established 1863. Head Office: LYONS 


ver 1,400 Branches and Offices in France, Algeria, Morocco, Tunis, and various Countries 


Correspondents in Lisbon and wanes ated FRANCO-PORTUGAIS. 
















Authorised Capital - - - - Fes. 750,000,000 
Capital (Paid up) - - - - - ~ ° « ° 400, Oo 
Reserve Fund - - - soo, ooo, ooo 


Deposit and Current Accounts" 28th Feb., 1937 10,380,938 233 


London Office: 40, Lombard Street, E.C.3 
West End Branch: 25-27, Charles Street, Haymarket, =e 


The London Offices conduct Ex change Transactions, both Spo ot and Forwarc¢ d, in all the ge foreign currencie 
negotiate Approved Britis h and Fo reign Bills, and open Deposit and Current Accounts, they a receive Securities 
for Safe Custody, collect dividends and conduct every kind of Banking busines 


Correspondents in all parts of the World. 







SHORT LOAN & MORTGAGE COMPANY LTD. 
BUSH HOUSE, ALDWYCH, LONDON, W.C.2 


FISCAL AGENTS 
MUNICIPAL AND PUBLIC BOARD MORTGAGE LOANS ARRANGED 


Telegrams : Telephone No. : 
AMORTIZE, BUSH, LONDON TEMPLE BAR 1390 (Two Lines) 


-_ ee 


BRITISH PACIF re Trust LIMITED 


4..C halal Square, 
St JAMEs's. 
LONDON, 

SW 





LONDON INDUSTRIAL FINANCE TRUST LIMITED 





PUBLIC ISSUES OF CAPITAL 
| UNDERWRITING 
REGISTRARS’ SERVICES 











FARLEIGH HOUSE, LAWRENCE LANE, CHEAPSIDE, E.C.2 
Telephone; NATIONAL 1171 (15 Lines) 











266 THE BANKER 


Baldwin, who one imagines, would much appreciate such | 
an action, now have their accounts there. They certain! 
should. The photograph of the interior of the bank 
shows the architect has made the best of it, though 
suggest it is a pity he has leaded lights and wooden 
clazing bars side by side in the same apartment. One 
is bound to look weak and the other coarse. The structur 
of these old timber buildings is so direct and frank that o1 
would like to call it modern if we were equally truthfu 
lhe oversailing of the storeys by means of the wooden 
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frame is exactly what we could do, and should be allowed 
to do, with our steel frames to-day. That would be the 
logical way to get the right character out of them, 
instead of burying them in stone or brick and pretending 
they are not there. Until we can be equally frank in our 
buildings let us welcome then very sincerely the generous 
gesture of the National Provincial Bank in buying and 
preserving this truthful, and one is tempted to say, this 
consequently beautiful old building. 
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